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CARBON DIOXIDE EXTRACTION AGREEMENT
Between
Questar Gas Company
and
Questar Transportation Services Company
Dated November 25,1998

CARBON DIOXIDE EXTRACTION AGREEMENT
This Agreement is entered into on this 25th day of November, 1998, between Questar Gas
Company (QGC), 180 East First South Street, Salt Lake City, Utah 84111, and Questar
Transportation Services Company (QTS), 180 East First South Street, Salt Lake City, Utah
84111. QGC and QTS are collectively referred to as "the Parties."
The Parties represent that:
1.
QGC is a transportation customer of Questar Pipeline Company (QPC) and takes
substantial deliveries of gas at the Pay son Gate delivery point on QPC's southern system. The rapid
development of coal seam gas in the Emery County area has resulted in substantial volumes of
available new gas reserves which meet pipeline quality standards. Because of inert gases present
in these new reserves, the total gas stream delivered to QGC on QPC's southern system is not
compatible with current customers' appliance settings.
2.
In order to make the gas taken from QPC's southern system at its Pay son gate
delivery point compatible with current appliance settings, QGC desires that carbon dioxide be
extracted from the natural gas stream on QPC's southern system so that the Btu content of the
natural gas stream will be increased and the gas will meet customers' requirements.
3.
QTS, a subsidiary of QPC, is willing to construct and operate a carbon dioxide
extraction facility including seven miles of upstream pipe located near Emery County, Utah (the
Castle Valley Plant), which is capable of extracting carbon dioxide from natural gas received on
QPC's southern system.
4.
QGC and QTS wish to enter into an agreement, under which QTS will extract carbon
dioxide from natural gas at the Castle Valley Plant.
Therefore, the Parties agree as follows:
Article 1 - Processing Services
(a)
QTS agrees to construct and operate the Castle Valley Plant to extract carbon dioxide
for QGC to the extent of the facility's capacity. QTS will take natural gas at the inlet of the facility
and will redeliver natural gas at the outlet of the facility minus extracted carbon dioxide. QGC shall
maintain first call on the capacity of the Castle Valley Plant for purposes of carbon dioxide
extraction services. QTS may process gas for third parties as provided in Paragraph 11(d) below to
the extent that unused capacity at the facilities is available.
(b)
QTS shall give all notices, and secure all permits and licenses necessary for carbon
dioxide extraction and comply with all laws, ordinances, rules and regulations in the construction
and operation of the plant.

(c)
QGC's representative may make periodic visits lo the Castle Valley Plant to judge
whether extraction is being performed by QTS in accordance with the provisions of this Agreement
and any applicable laws, provided, however, such QGC representative shall not be in any way
responsible, directly or indirectly, for the means, methods, techniques, sequences, quality or
procedures performed by QTS under this Agreement.
Article II - Extraction Charges, Reimbursements and Credits
(a)
Extraction Charges. QTS will bill QGC monthly for extraction of carbon dioxide
at the Castle Valley Plant on a cost of service basis calculation utilizing ratemaking standards and
principles of the Utah Public Service Commission (UPSC) which will be determined on the basis
of the following:
(b)
Just and reasonable expenses. In accordance with UPSC ratemaking standards and
principles, QTS charges shall recoup the actual costs associated with facility operations, including,
but not limited to, the following:
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)

Fuel gas
Operation and maintenance expenses
Administrative and general expenses
Federal and state income taxes
Taxes other than income taxes
Depreciation and amortization expenses
Interest expense
Return requirements based on (c) below

(c)
Return on plant investment. In calculating the required return, QTS will use its 13month average rate base and latest UPSC authorized rate of return on rate base ordered for QGC.
(d)
Third-party extraction credits. QTS may perform carbon dioxide extraction for thirdparty volumes when facility capacity is not required to serve QGC's firm extraction requirements.
Revenues earned from such third-party extraction shall be credited against the monthly charges.
(e)
Independent Facilities. QTS may construct new extraction facilities that will be
operated independently of this Agreement. To the extent these separate facilities are not operated
to provide service for QGC, the costs and revenues associated with or derived from these systems
shall be excluded when determining QGC's rates under this Agreement.
Article III - Effective Date and Term
(a)

For all purposes in this Agreement, the "initial effective date" is November 25,1998.

(b)

This Agreement will become effective on the initial effective date and will remain
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in full force and effect for 10 years, and from month to month thereafter, until terminated by either
party upon 120 days' written notice.
Article IV - Government Authorization
(a)
The Parties shall cooperate to obtain any necessary governmental authorization to
implement this Agreement. This Agreement shall be subject to QGC obtaining the approval of the
UPSC for rate recovery for prices paid pursuant to Article II of this Agreement. In addition, to the
extent that any governmental agency exercises lawful jurisdiction over the prices, facilities or
services addressed by this Agreement or imposes terms or conditions on this Agreement that
materially alter the rights or obligations of either party, except as described in Paragraph IV(b)
below, this Agreement may be terminated or rescinded, as appropriate, by either party upon 120
days' written notice to the other party. The Parties have entered into this Agreement with the
understanding that the facilities, services and rates that are the subject of this Agreement do not come
within the jurisdiction of the Federal Energy Regulatory Commission (FERC).
(b)
If the prices for QTS's extraction services are deemed to be subject to regulation by
an administrative agency that prescribes prices other than those specified in this Agreement for any
period governed by this Agreement, the prices so specified shall be substituted for the rates provided
for in Article II. Any substitution under this provision will apply only to the extent that, and for the
period during which, the administrative agency lawfully exercises rate regulation over the services.
Nothing in this provision will preclude either party from exercising its termination rights under § IV
(a).
Article V - Breach
(a)
Waiver of Breach. The waiver by either party of the breach of any condition,
covenant or term under this Agreement shall not operate to waive or be deemed to waive any
subsequent breach.
(b)
Applicable Law. This Agreement shall be deemed to be a Utah contract and shall be
construed in accordance with the laws of Utah.
Article VI - Books and Records
(a)
Inspection. The parties agree that QGC shall have the right, at reasonable times and
during regular business hours, to audit the books and records of QTS pertaining to the work,
including the right to inspect all supporting data used by QTS in determining carbon dioxide
extraction charges under Article II.
(b)
Limited Access. These provisions for audit are not to be interpreted as giving QGC
unlimited access to QTS's books and records. The right to audit is limited to examination of cost
and other records and accounts pertaining to the work so that QGC may verify QTS's compliance
4

with this Agreement.
(c)
Preservation. Pursuant to this right to audit, QTS agrees to preserve all books and
records, including cost records and accounts associated with this Agreement, for a period of three
years following completion of each year's carbon dioxide extraction.
Article VII - Assignment
Neither Party shall assign or transfer this Agreement without the prior written consent of the
other Party, which consent shall not be unreasonably withheld. As a condition to any such written
consents, such assignment shall be subject to the terms and conditions of this Agreement, and no
greater rights or remedies shall be available to the assignee. Assignment for the benefit of creditors
shall constitute a material breach of this Agreement.
Article VIII - Force Majeure
(a)
If either party is rendered wholly or partially unable to carry out its obligations under
this Agreement due to force majeure, the party shall give written notice describing the event of force
majeure as soon as is reasonably possible after the occurrence. The obligations of the parties, other
than to make payments of amounts due so far as they are not affected by such force majeure, shall
be suspended during the continuance of the event of force majeure, but for no longer period. The
affected party shall remedy the event of force majeure in a commercially-reasonable manner.
Nothing in this Agreement shall be construed to require either party to settle a strike or labor dispute
against its better judgment.
(b)
A force majeure event includes, without limitation by this recital: acts of God,
including fires, explosions, earthquakes or volcanic eruptions, storms, floods, washouts and extreme
cold or freezing weather; necessity for compliance with any court order, law, regulation or ordinance
promulgated by any Governmental authority having jurisdiction, either federal, state or local, civil
or military; acts of public enemy; wars and civil disturbances; strikes, lockouts or other industrial
disturbances; shutdowns for purposes of necessary repairs, relocations or construction of facilities,
breakage or accident to machinery or lines of pipe; the necessity for testing (as required by
governmental authority or as deemed necessary for safe operation by the testing party); inability of
either party to obtain necessary materials, supplies, permits or labor to conform or comply with any
obligation or condition of this Agreement; inability to obtain rights of way; and any other causes that
are not reasonably in the control of the party claiming suspension.
Article IX - Entire Agreement
(a)
QGC and QTS each stipulate that all agreements between them with respect to carbon
dioxide extraction on QPC's southern system have been reduced to writing and that this Agreement
is the entire agreement between them. No waiver, alteration or modification of the terms or
provisions of this Agreement shall be valid unless it is in writing and signed by both parties.
5

(b)
This Agreement is entered into on the date first set forth above by the authorized
representatives of the Parties, whose names appear below.
Article X - Notices
All notices required in this agreement shall be in writing and shall be considered as having
been given if delivered personally, by mail or facsimile transmission to either QGC or QTS at the
respective designated addresses. Normal operating instructions can be delivered by telephone or any
electronic means. Notice of event of force majeure may be made by any electronic means and
confirmed in writing. Monthly statements, payments, and any communications will be considered
as delivered when mailed to the addresses listed below or to such address as either Party designates
in writing:
Questar Transportation Services Company
Vice President General Manager
Questar Transportation Services Company
180 E. First South Street
Salt Lake City, Utah 84111
THIS AGREEMENT

Questar Gas Company
Manager, Regulatory Affairs and Gas Supply
Questar Regulated Services Company
180 E. First South Street
Salt Lake City, Utah 84111

is entered into by the authorized representatives of the parties, who

signatures appear below.
Questar Transportation Services Company

Questar Gas Company

Vice President and General Manager

OHO
Manager, Regulatory and Gas
Supply Services
Questar Regulated Services Company
Signature date: ^ ^
^y
'7?%^

Signature date: d>^~ZS, IQ>°)%
D98-134\C02.K
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APPENDIX 3.
- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

IN THE MATTER OF THE
APPLICATION OF QUESTAR
GAS COMPANY FOR
A GENERAL INCREASE IN
RATES AND CHARGES

)
)
)
)
)

DOCKET No.

99-057-20

C0 2 STIPULATION

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code
Ann. §§ 54-4-1 (1994) and 54-4-4 (1994), Questar Gas Company (Questar Gas) and the
Division of Public Utilities (Division) submit this Stipulation in resolution and settlement of
cost recovery and ratemaking for C0 2 processing contract costs.
PROCEDURAL HISTORY
1. Questar Gas originally applied for cost recovery in its November 25, 1998,
Application in Docket No. 98-057-12 for gas processing contract costs paid to Questar
Transportation Services Company (QTS). The Application sought authorization to recover
an annualized amount of approximately $7.5 million through Questar Gas's 191 Gas Cost
Balancing Account.
2. The Division and Committee of Consumer Services (Committee) filed a Motion
for Summary Judgment on April 30, 1999, opposing 191 Account recovery of these costs.
After denying the Motion, the Commission held hearings on June 22 and 23, 1999, with
post-hearing briefs filed on September 1, 1999, and September 30, 1999.
3. On December 3, 1999, the Commission denied recovery of C0 2 gas processing
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costs in the 191 Gas Cost Balancing Account. The Commission determined that recovery of
these costs must be considered either in a general rate case or an abbreviated proceeding.
4. Concurrently with the December 17, 1998, filing of its Application for General
Rate Relief and separate Emergency Motion for Interim Relief, Questar Gas requested that
the Commission take official notice of the record in Docket No. 98-057-12. The Committee
also moved for such official notice on January 11, 2000. Finally, Questar Gas submitted its
Motion requesting the Commission to take official notice of the record on Docket
No. 98-057-12 on May 23, 2000, which Motion was unopposed by the Division and
Committee.
5. On January 11, 2000, Questar Gas, the Division, the Committee of Consumer
Services (Committee) and interveners attended a prehearing conference and agreed to a
procedural schedule which was announced by the Commission's February 1, 2000,
Scheduling Order.
6. On April 19, 2000, the Division, Committee and interveners submitted direct
testimony and exhibits, supplementing the Docket 98-057-12 record. Parties submitted
rebuttal testimony on May 24, 2000 and surrebuttal testimony on May 31, 2000.
7. In settlement of the revenue requirement issues in this case involving C0 2
processing costs, Questar Gas and the Division submit the terms and conditions of this C0 2
Stipulation for the Commission's approval and order.
8. After considering all of the positions concerning C0 2 processing of each party, this
Stipulation has been agreed to in recognition of the requirement of Questar Gas to manage
the heat content of the gas entering its system so as to protect the safety and well being of

Questar Gas customers. Thus, Questar Gas and the Division agree and stipulate that C0 2
processing contract costs in the amount of $5 million for the Utah jurisdiction should be
included in the revenue requirement in this case.
9. The Division and Questar Gas agree and stipulate that the term of the C0 2
processing agreement between Questar Gas and QTS is to be five years beginning from the
date of commencement of processing services in June 1999. During the remaining term of
the contract, Questar Gas will retain first rights to C0 2 processing service from the Castle
Valley plant but will have no right to any revenue credits for processing performed by QTS
for others. At the end of the contract, Questar Gas will have no interest in or claim on the
plant. At that time, any additional C0 2 processing needed by Questar Gas will require
separate regulatory approval for cost coverage.
10. The Division and Questar Gas agree and stipulate that the processing costs will
continue to be based on cost-of-service pricing. In any future rate proceeding using an
annual test period with data through June 2004, the maximum annual amount to be included
in rates will be $5 million. Actual processing costs up to $5 million will be considered with
all other revenues and expenses by the Division in its review of Results of Operations.
11. Questar Gas agrees that the Division will have the right to information on the C0 2
processing costs and can use that information in assessing ongoing earnings levels of Questar
Gas.
12. This is a contested Stipulation. As such, neither the Committee nor any
intervener in this case has agreed to the recommendations set forth herein.
13. All negotiations related to this Stipulation are privileged and no party shall be

nri7iq

bound by any position asserted in negotiations. Neither the execution of this Stipulation nor
the order adopting this Stipulation shall be deemed to constitute an acknowledgment by any
party of the validity or invalidity of any principle or practice of ratemaking; nor shall they be
construed to constitute the basis of an estoppel or waiver by any party; nor shall they be
introduced or used as evidence for any other purpose in a future proceeding by any party to
this Stipulation. The parties believe that settlement of these issues through this Stipulation is
in the public interest and that the rates, terms and conditions in provides for are just and
reasonable.
14. Questar Gas and the Division, and any other parties may, present testimony of
one or more witnesses to explain and support this Stipulation. Such witnesses will be
available for examination.
15. This Stipulation shall remain in effect from the date of the Commission's order
approving the Stipulation until the date of a superseding Commission order.
16. This Stipulation is an integrated whole, and any party may withdraw from it if
this Stipulation is not approved in its entirety by the Commission.
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- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

In the Matter of the Application of
Questar Gas Company for a General
Increase In Rates And Charges

)
)
)
)

DOCKET NO. 99-057-20

REPORT AND ORDER

ISSUED: August 11. 2000

SHORT TITLE
Questar Gas 1999 General (Distribution Non-Gas) Rate Case

SYNOPSIS
The Commission increases Questar Gas Company's annual revenue requirement by
$13,497,484. Of this amount, an interim rate increase of $7,065,000, granted January 25, 2000,
is currently reflected in rates. Revenue requirement is based on an adjusted 1999 test year and an
allowed rate of return on equity of 11 percent. The Commission also adopts a low-income
weatherization proposal.

nrnfu

DOCKET NO. 99-057-20
-iiTABLE OF CONTENTS

APPEARANCES

v

I. BACKGROUND AND PROCEDURAL HISTORY

1

II. ADJUSTED 1999 TEST YEAR REVENUE REQUIREMENT
A. COST OF CAPITAL
1. Capital Structure
2. Cost of Common Equity
B. UNDISPUTED ISSUES
1. WEXPRO Production Plant
2. Underground Storage
3. Banked Vacations
4. Sale of Company Property
5. Forecasted Revenues
6. Oak City Revenues
7. Labor Annualization
8. Phantom Stock
9. Uncontested Advertising
10. Olympic Contributions
11. Uncontested Dues & Donations
12. Jazz/Buzz/Grizz Tickets
13. Affiliate Rate of Return
14. Questar Energy Services
15. Credit Card Expense
16. Questar InfoCom Y2K
17. SCT Banner
18. Gathering
19. Other Expenses
C. UNCONTESTED ISSUES IN STIPULATION
1. Co-op Advertising
2. Professional Gas Cooking Advertising
3. Pacific Coast Gas Association Dues
4. REACH Program Payments
5. Business Development Activities
6. Out-Of-Period Expenses
7. Other Affiliate Charges
8. Golf & Skiing Expenses
9. Lobbying
10. State Income Tax

3
3
3
5
12
13
13
14
14
14
15
15
15
15
15
16
16
16
16
17
17
17
17
18
18
18
18
19
19
19
19
20
20
20
20

DOCKET NO. 99-057-20
-28Corresponding to the decline in the FERC surcharge, the Company proposes to reduce
supplier non-gas costs and to increase distribution non-gas costs. Total R&D costs recovered
from customers would be unchanged. The 1999 reduction in the FERC surcharge is $215,932,
an amount reflected in rates for Questar Gas's Utah customers effective December 1, 1999. The
Division and Committee propose to exclude any GRI amounts from test-year expenses, but for
purposes of stipulation would withdraw the adjustment. This issue is addressed in Paragraph 11
of the Stipulation.
19. Reserve Accrual
The Division proposes an adjustment to decrease expenses by $703,280 for a five-year
amortization of $879,100 in a reserve accrual for the Company's self-insurance program. The
Company agrees with the proposal. In its direct testimony the Committee recommends exclusion
of the entire amount from the test year, a further expense decrease of $175,820. For purposes of
stipulation, the Committee would withdraw its adjustment.

E. C0 2 GAS PROCESSING COSTS
In Docket No. 98-057-12, the Company applied, among other things, for approval of its
contract with an unregulated affiliate, Questar Transportation Services Company ("QTS"), for
removal of carbon dioxide from central Utah "coal seam" gas which, transported by its affiliate,
Questar Pipeline Company ("QPC"), was entering its distribution system. The Company
contends that, by early 1998 when the likelihood of continuing increases in the volume of this
gas became apparent, it had no acceptable alternative but to process the gas because it has a
lower BTU content than the distribution system requires and will not burn safely in customer
appliances. A decision regarding the contract was not reached in that Docket, however. On
page 8, the December 3, 1999 Report and Order explains: "While QGC presents some evidence
intended to address the prudence of entering into the contract and the reasonableness of its terms,
the Division and the Committee maintain that these proceedings are not a prudence review and
the Commission should not address the reasonableness of the terms. The prudence and
reasonableness issues are purposely not resolved by this Order." As stated in the Order's
Synopsis, a "[rjequest for approval of the contract and recovery of costs must be considered
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-29either in a general rate case or an 'abbreviated proceeding' as defined by the Utah Supreme Court
in Utah Dept. of Business Reg. v. Public Ser. Comm % 614 P.2d 1242 (Utah 1980)."
The Company's Application in the present Docket seeks recovery of $7, 343,000 of gas
processing costs incurred pursuant to the contract with QTS, but, unlike the preceding Docket,
does not seek approval of the contract. In filed direct testimony, the Division recommends
disallowance of half the processing costs while the Committee opposes recovery of any. In the
Committee's view, the decision to enter the contract is imprudent and the processing costs are
not reasonably the responsibility of QGC customers. The Large Customer Group states in direct
testimony that it does not support recovery of processing costs from ratepayers.
Except for the Committee and the Large Customer Group, these positions changed with
the filing prior to hearing, on June 2, 2000, of a C0 2 Stipulation by the Company and the
Division resolving between them the issues of cost recovery and ratemaking treatment of gas
processing costs. In the C0 2 Stipulation, which is attached as Appendix 3, the Company and the
Division "agree and stipulate that C0 2 processing contract costs in the amount of $5 million for
the Utah jurisdiction should be included in the revenue requirement in this case." The
Committee and other intervenors are not party to the Stipulation and do not agree to its terms.
At hearing, Division and Company witnesses explained the Stipulation and were
cross-examined. To provide a context for the Stipulation, all witnesses who filed testimony on
the gas processing issue presented that testimony at hearing and were cross-examined. The
Committee's pre- and post-Stipulation opposition to cost recovery is unchanged. Subsequent
filing of an Allocation and Rate Design Stipulation, attached as Appendix 4, removes other
intervenors' objections to gas processing cost recovery. We begin with a summary of these
positions.
The Company testifies that it approached Utah regulators in early 1998 to explain the
effect of the increasing amounts of low-BTU central-Utah coal seam gas entering its system.
This gas is transported by affiliate Questar Pipeline Company. Though it contains high levels of
inert carbon dioxide, the gas meets QPC pipeline specifications. Thus, the Company asserts,
QPC is obligated under Federal Energy Regulatory Commission ("FERC") open-access rules to
accept it. A "major safety risk" and an "acute problem that required relatively rapid analysis and
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-30response" are posed, the Company states, by this gas.
The Company believes declining BTU content ultimately will require changing appliance
set points in the QGC service territory. If this were attempted at once, the cost is unacceptably
large - over $100 million. When the magnitude of the coal seam gas problem became apparent
in early 1998, the Company reports that research had just shown carbon dioxide removal would
permit safe consumption of the coal seam gas. Providing this processing, it concluded, was the
only option among those considered that it could implement in time to assure customer safety.
QGC thereupon contracted with QTS for cost-of-service gas processing service. Its
testimony supports the choice of QTS as best both for getting the job done on time and for
providing the service less expensively, at cost-of-service. Others, the Company testifies, would
not have been satisfied with regulated rate of return. In the Company's view, carbon dioxide
processing has successfully permitted it to manage BTU content as required by Commission Rule
R746-320-2.B while meeting the goals of timeliness and assured customer safety.
The Division testifies that QGC's decision to enter the gas processing contract was "not
entirely prudent," in part because of the influence of affiliate relationships. In Docket
No. 98-057-12, Division witnesses concluded the QGC decision appeared to have been driven by
the interests of Questar Corporation rather than the interests of QGC's customers. Affiliates, by
Division calculation, could realize $6.3 million per year in revenues for gathering, transporting,
storing, and processing coal seam gas. Thus, the Division asserts, the Company did not pursue
relevant options such as refusing to take this gas. It did not, as a further example, seek changes
in QPC's pipeline specifications at the FERC. Once it had decided to pursue gas processing, the
Division says, QGC did not bid the entire gas processing project but contracted with an
unregulated affiliate.
The Division testifies in Docket No. 98-057-12 that a well-documented QGC decision
process, showing how all available alternatives were objectively analyzed, that is, at arms-length
from affiliate interests, and the reasons why gas processing is the best among them, does not
appear to exist. As a result, and even with the added time afforded by the present Docket, it
cannot determine whether the choice of gas processing, and the contract which facilitates it, is
prudent. Conversely, the Division testifies, it cannot conclude the choice was imprudent
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processing has effectively solved a real problem of customer safety, it therefore in the present
Docket seeks a reduction in gas processing expense recovery. A reduction also can be supported,
the Division testifies, by reducing plant depreciation expense and offsetting processing costs with
the net revenues handling coal seam gas provides QGC's affiliates.
The Division's recommendation for reduced expense recovery is further supported by its
analysis of the likely outcome had the Company pursued a case at the FERC. On equity and
efficiency grounds, it argues a good case could have been made for requiring gas producers or
shippers to pay processing costs. Since the southern pipeline, where gas enters the QGC system,
was built to bring high quality gas to QGC customers, the shipper, QGC, which pays the bulk of
pipeline costs, should expect delivery of gas of required quality. Pipeline specifications should
have been set accordingly. In view of the fact that this has not occurred, the Division believes an
equity issue exists.
The Division terms the safety risks and mitigation expense caused by the entry of coal
seam gas into the QGC distribution system a "substantial external cost." Its economic analysis
establishes that if producers of the coal seam gas do not bear ("internalize") these external costs,
inefficient resource production and consumption decisions will occur.
Had QPC refused the coal seam gas, the Division believes producers would either have
processed it themselves or appealed to the FERC to force pipeline delivery. The basis for refusal
of this gas is found in paragraph 13.5 of the QPC tariff, which states: "Questar shall not be
required to accept gas at any point of receipt that is of a quality inferior to that required by
shipper or a third party at any point of delivery on Questar's system."
The Division speculates that the worst outcome if the issues had been taken to FERC is
an order requiring QPC to deliver the gas but, to prevent the safety problem on QGC's system,
after processing. QGC, as the largest shipper, may have been required, on a volumetric basis, to
pay most of the processing costs. Other alternatives include requiring producers, as beneficiaries
of open access, to pay; enforcing paragraph 13.5 as a reasonable way to maintain open access
without imposing tighter pipeline specifications; and — QGC's position in the present Docket —
requiring QGC as the entity whose high BTU requirements might be considered the cause of the
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middle ground. This middle ground, it testifies, is its recommendation to disallow half the
processing costs for which QGC seeks recovery.
The Large Customer Group ("LCG") cites the ratemaking principle of cost causation to
argue that QGC customers should not pay gas processing costs. LCG believes affiliate
relationships influenced the QGC choice of gas processing. It presents an economic analysis
similar to that of the Division which concludes that gas processing costs should be borne by gas
producers in order to prevent inefficient production decisions. Notwithstanding these arguments,
LCG, as a party to the Allocation and Rate Design Stipulation withdraws its opposition to
recovery by customers of gas processing costs.
Recovery in rates of gas processing costs, the Committee testifies, is not supported by the
record and is not in the public interest. To develop this position, the Committee relies on the
ratemaking principle of cost causation. It believes the record is clear that, absent coal seam gas, a
general decline in the BTU content of the gas supply would have been handled by QGC without
gas processing. It is, the Committee asserts, coal seam gas production, and transportation by
QPC, that causes the processing requirement. Because this is the cause, producers, the pipeline,
or both, should bear processing costs. The Committee disputes the QGC assertion that the cause
of the problem is the high BTU requirement of the QGC system and hence customer safety.
In no other case, the Committee states, does a local distribution company like QGC
directly pay the costs of gas processing. If processing instead is part of the cost of a particular
gas supply, the Committee argues, QGC can make an economic decision whether or not to
purchase it.
The Committee supports its position by reference to the economic analyses submitted by
Division and Large Customer Group witnesses which conclude that, on equity and efficiency
grounds, QGC customers should not bear gas processing costs in the manner proposed by the
Company. The Committee believes QGC's choice of the processing option shows the influence
of affiliate relations. It relies in part on Division testimony to the effect that QGC affiliates
realize several million dollars per year of benefits from gathering, transporting, storing, and
processing coal seam gas. It cites FERC decisions in which processing costs have been imposed
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requesting tighter pipeline specifications, imposition of paragraph 13.5 — are not only likely to
have borne fruit but are demonstrably in the public interest whereas gas processing paid by QGC
customers is not. An unaffiliated local distribution company, the Committee claims, would not
have selected this option, but, with clear prospects for success, would have taken its case to
FERC.
The following reasons are given by the Company and the Division for the alterations in
their positions which led to stipulation. The Division believes the safety problem for customers
caused by low-BTU coal seam gas is real and that gas processing is effectively solving it.
Combined with its inability to conclude that the decision to enter the contract is imprudent, this
leads the Division to support recovery of 50 percent of processing costs. Though the Stipulation
would permit the Company to recover $5 million (about 68 percent of its original request), the
Division cites as an offsetting factor the Stipulation's limitation of recovery to a maximum of $5
million per year for a five-year period beginning June 1999. 3y setting a maximum on recovery
and limiting the term, the Division believes ratepayer risk is mitigated and effectively capped.
The Stipulation also gives regulators the opportunity to argue, in subsequent dockets during the
five years, the case for recovery of a lesser amount. In the sixth year, the Company must make
the case for recovery of anything at all. As a result, ratepayers no longer are responsible for all
gas processing costs. To reach this, the Division agrees to give up a claim to revenues generated
by processing gas for third parties. At present, this is a small amount and it is expected to remain
small so long as QGC requires most or all of the processing facility's capacity. Ratepayers are
protected by the cap from the effect of other factors, such as construction of Mainline 104, a
pipeline which may carry coal seam gas away from the QGC system, thus reducing the
processing requirement, the Division states. For the Company, the Stipulation recognizes the
Company's obligation to manage BTU content to protect customer safety and reasonably resolves
a cost recovery issue in doubt for two years.
As the record on a dispute that has carried through two dockets has developed, we
face the question whether the contested C0 2 Stipulation resolves it in a way that is both
reasonable and in the public interest. The answer turns first on the problem that lies at the heart
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coal seam gas. It turns second on whether we must rule on the decision to enter the contract
(whether prudent) or instead can examine the outcome of that decision (whether reasonable).
QGC maintains that its long-standing but unusually high BTU requirement creates a
safety problem for customers when lower-BTU coal seam gas enters its system, an occurrence it
says cannot be prevented. As a public utility, QGC argues it is obligated to redress the problem
effectively and is entitled to recover from customers the reasonable costs of doing so. The
Committee rejects this description of the problem and its cost-recovery consequence. In its view,
the problem is production and transportation of low-BTU coal seam gas; it follows that
producers, shippers, or both, are the parties from which cost recovery must be sought.
We believe this difference in problem statement is relevant to the period before coal seam
gas was recognized as a specific problem requiring swift and effective action, that is, as distinct
from the earlier, and as the Company testifies, continuing general decline in the BTU content of
gas supplies of which the presence of coal seam gas was but a part. The record shows this to
have been prior to early 1998, during which time the Company considered a number of options.
The significance of coal seam gas was growing during the 1990's, but, the Company testifies, it
was not until late 1997 or early 1998 that its increasing volumes became a significant threat. At
that point, the Company states, research revealed that removal of carbon dioxide would permit
the safe consumption of coal seam gas in customers' appliances. Once coal seam gas became a
persistent threat to the BTU content of QGC's gas supply, customer safety was threatened and an
effective response was mandatory.
The record is insufficient to permit us to determine whether the Company's analysis of
options prior to early 1998 was sufficiently objective and thorough, that is, to reach a conclusion
whether options were ruled in or out as a result of the influence of affiliate interests. Nor can a
sufficient record be developed. We address this further below. The record leaves no doubt,
however, that by early 1998, the number of effective alternatives had narrowed to two: process
the coal seam gas or keep it off the distribution system. QGC chose to process the gas. If the
gate had been closed to coal seam gas, QGC states, demand on the southern part of its system
could not have been met. This assertion is uncontroverted.
I
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affiliate, QTS, was prudently entered. The Company applied for a decision on it in Docket
No. 98-057-12, but not in the present proceeding, where the Committee keeps it alive by
asserting that the decision to enter the contract is imprudent and recovery from customers of gas
processing costs incurred pursuant to it is unreasonable. Clearly, QGC has the burden to
demonstrate the decision to enter the contract is a prudent one. Parties differ as to whether it did
so successfully. But whether or not QGC met this burden, we can and do conclude that its
decision to procure gas processing has yielded the required result, that is, it has effectively
protected the safety of its customers. This means the costs of gas processing can be legitimately
recovered in rates. The amount that should be recovered remains to be determined.
Having accepted the Company's representation that the problem at issue here is customer
safety, and that gas processing is a reasonable way to meet it, it remains to decide the amount of
gas processing costs that reasonably should be recovered. Two discussions on the record help us
to reach this decision. Both concern the likely outcome had FERC considered the issue of who
ought to pay to process gas. The Committee asserts that the argument that producers or shippers
or both would have been assigned cost recovery responsibility had a strong likelihood of success.
Two FERC cases on point are cited as support. But QGC in response argues cases offering a
different view and contends the facts of the present case and the two cases are different. This
dispute is hypothetical; we do not find sufficient record support to suggest the probable outcome
had the case gone to FERC.
The Division confronts this uncertainty in a different way by focusing on the probable
consequences of alternative FERC decisions ranging from assigning full cost recovery to
producers, assigning these costs, because of the characteristics of its system, to QGC, and
alternatives in between. This is a useful way to consider the uncertain outcome of a case that
would have been vigorously contested. The Division analysis, which we have summarized
above, leads it to recommend recovery of 50 percent of gas processing costs. We therefore find
record support for a conclusion that a significant share of the cost recovery burden would have
been a QGC, and therefore a local-distribution customer, responsibility.
On this basis, we further conclude that the Stipulation reasonably resolves the gas
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recover but 68 percent of the costs of gas processing, is reasonable. From its point of view, there
is value in ending a two-year-old dispute. The Division settles for recovery not of its
recommended 50 percent but of 68 percent of the gas processing costs because the Stipulation
caps the amount at $5 million per year for a period of five years. This, the Division holds,
effectively caps and mitigates the risks to which ratepayers are exposed. Under terms of the
Stipulation, regulators can audit gas processing costs in each of the five years and can
recommend recovery of something less than the $5 million. Thus the Division argues the
tradeoff to permit recovery of a greater portion of the costs but to cap the recovery at a maximum
and to mitigate the risk ratepayers bear by limiting the applicable period to five years is both
worthwhile and reasonable.
We conclude that the Stipulation offers a fair and reasonable settlement of the cost
recovery issue. We accept the Stipulation.

F. NON-REGULATED POSTAGE EXPENSE
QGC seeks recovery of $2.3 million expended for postage to mail bills to customers
during the test year. No party disputes this amount as a reasonable postage cost. The Division,
as it did successfully in Docket No. 99-035-10, argues for a reduction in recoverable expense
owing in large part to the effect of an intervening affiliate relationship. With correction of an
arithmetic error and adoption of a modification suggested by the Company, both of which reduce
the adjustment amount, we accept the Division's recommendation.
The Company mails bills to customers monthly. Postage for each is approximately 26
cents. GasLight News, a newsletter used by the Company to communicate with its customers, is
included in the billing envelope a number of times each year. It contains educational and safety
messages about natural gas utility service, and from time to time carries corporate image-building
and promotional statements and messages about the services and products sold by its unregulated
affiliate, Questar Energy Services (QES). Often, the billing envelope will contain flyers
advertising these unregulated services and products. The subjects appearing in GasLight News,
the number of times each year it is sent to customers, and whether to include advertising flyers in
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Please state your name and address.
My name is Alan K. Allred. My business address is 180 East First South Street,
Salt Lake City, Utah.

By whom are you employed and what is your position?
I am the Manager of Regulatory and Gas Supply Services for Questar Regulated
Services Company. In this position I manage the regulatory support for Questar Gas
Company (Questar Gas or the Company). I am also responsible for the gas supply
operations of Questar Gas. My education and employment history are attached as
QGC Exhibit No. 1.1.

What is the purpose of your testimony in this proceeding?
I will introduce and describe the testimony of other Company witnesses in this
case. I will provide an introduction and overview of the issues relating to the changing
Btu content of the gas supplies available for use by Questar Gas' customers. In this
introduction and overview I will explain the actions the Company has taken in order to
protect customers, why these actions, including the C0 2 processing, are necessary, and
why the Company believes that C0 2 processing is the best solution to the decreased Btu
content of the gas being delivered to Questar Gas at the Payson and Indianola city
gates. Finally I will explain the cost impact of these actions and discuss how these costs
are proposed to be recovered from customers.
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I.

Introduction Of Witnesses

3

Q.

Who are the Company's other witnesses and what issues will they discuss?

4

A.

2

Mr. George K. Schroeder, Director of Research and Development for Questar

5

Gas will present detailed testimony concerning the need for customers' appliances to

6

be properly adjusted to match the heat content of the gas they burn and the problems

7

that can occur if appliances are not adjusted. Mr. Schroeder will also discuss the

8

concept of gas inter-changeability and present the work he has done to show that the

9

coal seam gas is interchangeable with the gas traditionally used on the Questar Gas

10

system if the C0 2 levels of that gas are reduced.

11

Mr. Gary W. DeBernardi, Vice President of Engineering for Questar Regulated

12

Services Company will present detailed testimony concerning the various operational

13

alternatives the Company considered to provide for a reasonable transition period for

14

customers to adjust their appliances. He will briefly explain the various options and

15

show that the C0 2 processing is the best solution from both a cost and a feasibility

16

standpoint.

17

Mr. John P. Snider, P.E., is a professional engineer and a principal with Grimm

18

Engineering, Inc., of Richardson, Texas. He will discuss the design specifications and

19

associated costs of the CO, extraction facility under construction in Emery County,

20

Utah. He will discuss the reasonableness of this plant, its associated costs and whether

21

the C0 2 extraction in this case is in the public interest.

22
23

II.

Introduction And Overview Of The Issues

24
25

Q.

Why is the heat content or Btu value of the natural gas entering the Questar Gas

26
27
28

system a concern for Questar Gas?
A.

Gas appliances can only operate properly and safely when they are adjusted to
match the heat content of the gas they are burning. Mr. Schroeder's testimony explains
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1

this issue and the operational and safety consequences that can occur if gas outside the

2

acceptable range is burned. The Company is obligated to establish the range within

3

which the average heating value will fall. It is also responsible to maintain the heat

4

value and specific gravity of gas within that range.

5
6

Q.

7

A.

Is there a Commission rule which states this obligation?
Yes. The Commission's rule 746-320-2. B states:

8
9
0
1
2
3
4
5
*

B.

1.
2.

o
9
\0
l\

3.

Q.

>2
!3

Heating ValueUtilities shall file with the Commission, as part of their tariffs, the
range within which the average heating value per unit of gas to be
sold will fall.
Utilities shall maintain the heating value established in their
tariffs and in so doing shall regulate the chemical composition
and specific gravity of the gas so as to maintain satisfactory
combustion in customers' appliances without repeated
adjustment of the burners,
When utilities distribute supplemental or substitute gas, they shall
ensure that it performs satisfactorily regardless of heating value.

Are the operational and safety considerations discussed by Mr. Schroeder the reason
for this rule?

A.

14

Yes. Customers will experience safety and operational problems if the Btu
content of gas in not within the proper range.

15
16

Q.

11
15

In the past, what challenges did the Company face in managing the heat content of
gas?

A.

Historically, Questar Gas and Questar Pipeline transported gas that had a high

19

heat value content. Because of the nature and location of the gas supplies, the

50

Companies generally had to deal with mixing gas or removing higher Btu hydrocarbons

31

such as propane and butane from the gas.

i5

Q.

Was the Btu range of 1020 to 1320 and average Btu content of 1080 used in the tariff
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prior to the May 1,1998, change higher than that used by most other LDCs?
A.

Yes, because historically the gas received had a higher Btu level. Exhibit 1.2

3

shows the set points for other LDCs we have contacted. These LDCs establish their

4

Btu levels to match the gas they are receiving into their systems. All of these set points

5

or ranges are in line with the pipeline standards they receive gas from. The minimum

6

Btu levels for several interstate pipelines are shown in Exhibit 2 of the Company's

7

application.

8
9

Q.

0

A.

Has the Company seen a decline in the Btu level of the gas received into its system?
Yes. Exhibit 1 of the Application in this Docket is a graph of the historical Btu

1

trend of gas in the Salt Lake City area. It shows that the Btu levels decreased in recent

2

years. This trend has lessened the need to manage the high Btu level but has increased

[3

the need to manage the low Btu level.

14
15

Q.

16
17

What are the reasons the Btu content of the gas reaching Questar Gas started
declining?

A.

There are several reasons. Historically, the gas reaching the Questar Gas system

18

contained higher amounts of propane, butane and ethane. Now more upstream

19

producers are processing gas to remove these higher value hydrocarbons which have a

20

greater market value than they did in past years. In addition, the advent of open access

21

transportation has lessened the control pipelines have over the Btu content of the gas

22

reaching their systems. The construction of additional natural gas and liquid pipelines

23

has increased the flow of both natural gas and liquid hydrocarbon products such as

24

propane, butane and ethane out of this area. Finally, a new source of natural gas called

25

"coal seam" methane is being developed. Coal seam gas is produced from wells drilled

26

into underground coal seams. This gas has virtually no higher Btu components such as

27

propane or butane. It does have inert gases, mostly O0 2 . This gas can be transported

28

on the interstate pipeline system in intermountain areas with up to a 3% inert gas
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content. The result is an average Btu content of about 980 to 990 Btu for this gas.

Q.
A.

What action has the Company been taking to maintain the minimum Btu content?
The Company and Questar Pipeline have taken several steps. Mixing various
gas streams in order to maintain the minimum Btu content has been the most efficient
and least costly action taken to date. For example, Questar Pipeline has used its
various pipelines to mix higher Btu gas with other low Btu gas sources. To do this they
have on occasion had to configure the flow of gas on their lines in a non-traditional
manner. Questar Pipeline has also installed additional facilities to accommodate
mixing gas streams. For example, Questar Pipeline installed facilities and made
arrangements to take higher Btu gas from the Overthrust Pipeline (Overthrust) north
of Evanston into its system and put a like amount of Btu's into Overthrust near Rock
Springs. This is referred to as a "backhaul" arrangement. Overthrust charges Questar
Pipeline about 2? per Dth, plus fuel costs for this service. Questar Pipeline has also
stopped processing gas at the Price dew point control plant to help increase the Btu
content of that gas stream so that more lower Btu coal seam gas can be mixed. While
Questar Pipeline cannot discriminate against other shippers, it is unlikely that a nonaffiliated pipeline would have taken these steps. In addition, Questar Gas has filed for
and received FERC approval to expand its 7(f) service area exemption from a portion
of Cache Valley to the entire Wasatch Front. This change provides Questar Gas the
ability to increase gas from its Weber County city gate and reduce the amount of gas
it takes from the Hyrum city gate at times when the gas at that gate is below the 1020
Btu level.

Q.
A.

Are these steps sufficient to maintain the minimum Btu level for Questar Gas?
Up to this point they have been sufficient. However, these steps will no longer
maintain Questar Gas' 1020 Btu level if the content keeps decreasing at the pipeline
level. Because of open access, removal of higher hydrocarbons and new sources of gas
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1

such as coal seam gas, the Btu content of gas on interstate pipelines is likely to be near

2

their lower Btu limits. The limits of mixing gas on Questar Gas' entire system are

3

beginning to be reached. Adjusting customer's appliances needs to commence. It is

\

likely that other alternatives will need to be employed to provide sufficient time for

5

customers to make those adjustments.

6
7

Q.

8
9

What other steps are possible to maintain the Btu content of gas reaching the Questar
Gas system?

A.

0

Once the limits of mixing gas are reached, other measures may be required such
as C0 2 processing or injecting higher Btu liquids (such as propane).

1
2

Q.

3
4

Does this mean that it is necessary to establish a lower average Btu level and lower
range of heat values for the majority of the Questar Gas system?

A.

,5

Yes. It is not economically or physically possible to continue to maintain a
higher Btu range on Questar Gas' system than that used by the rest of the industry.

[6

[7

Q.

18

A.

Has this lower Btu level and range of heat values been implemented?
Yes. In April of 1998 the Company filed a tariff change reflecting an average

[9

Btu level of 1020 with a range of 980 to 1120. This change was approved to be effective

20

May 1, 1998. The Company has communicated this change to gas appliance

21

manufactures, dealers, and installers.

22
23

Q.

24
25

Did the Company look at the feasibility and cost to customers of adjusting or reorificing their appliances as quickly as possible?

A.

Yes. The Company attempted to develop an estimate of the cost and time

26

required to have approximately 620,000 Utah customers have their appliances adjusted

27

to the new setpoint. This analysis included estimating the total number of appliances

28

and customers by area and the average amount of time necessary to make the required
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adjustments. In summary, it is estimated that it would take on average about 2.5 hours
per customer for the necessary adjustments to be made. Generally these adjustments
include checking or changing the orifice ( which is a screw-in insert with a small
opening that allows gas to flow into the burner) and checking and adjusting the
regulator on the appliance. This process has been referred to as re-orificing. It was also
assumed that the cost of this work would be about $180 per customer. This resulted in
a total cost of about $111 million. Discussions with HVAC contractors revealed that
they did not see any way to accomplish this work in 1-2 years. They thought that even
4-5 years was too optimistic. Both the Company and HVAC contractors were
concerned with the cost, disruption, confusion and inconvenience customers would
experience with a rapid re-orificing solution.

Q.
A.

What was the Company's response to these findings?
We looked for a way to provide a much longer transition period where
customers could have new, replacement and serviced appliances set at a new lower
level. This longer transition period offers the advantage of very little additional costs
for customers to adjust their appliances since changing to the new set point will be
accomplished as appliances are replaced and the set point will be adjusted as appliances
are serviced. Since installers and technicians need to check the set point as they install
or service appliances very little additional cost will be incurred by customers. This
approach required a new operating range that overlapped the old range so that
appliances set for either range could still function properly during the transition. The
new setpoint and range provided for in the May 1,1998 tariff change provides such an
overlap. This overlap was explained in the Company's Application in this Docket and
shown in Exhibit 3 of that Application. While the traditional mixing solutions are
currently maintaining the 1020 Btu level on the majority of the Questar Gas system,
a unique situation exists for the portions of the Questar Gas system served by the
Indianola and Payson city gates. This area includes the majority of Utah County and
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all of the Southern System served by the Indianola gate.

2
3

Q.

4

A.

What is the situation on this portion of the system?
This is the portion of the system where lower Bl u coal seam gas dominates the

5

gas supply stream, especially with increased coal seam gas development in Emery

6

County.

7
8

Q.

9
0

Can you provide a summary of the development of the coal seam gas production in the
Emery County area?

A.

Yes. Over the past several years River Gas Company and Texaco have been

1

drilling wells into deep coal seams and producing natural gas. These wells have relative

2

low production rates, but the coal seam reserves are so extensive that over 500 wells

3

have been developed and current estimated daily production is about 110,000 Mcf and

[4

growing. Further development is proposed which would increase the number of wells

15

to 850.

16
17

Q.

18
19

Even though the development of coal seam production contributes to the reduced Btu
levels does it also have positive impacts on the states economy?

A.

Yes. This is an important new economic development for the Emery County

20

area as well as the entire state. Much of the production takes place on state school trust

21

lands, including lands involved in the recent BLM-State of Utah land swap. The

22

royalties on this new gas supply source are projected over the life of the production to

23

total $35 to $46 million to state and local governments. In addition, this new gas

24

production provides new jobs and a boost to the local economy.

25
26

Q.

Recognizing that this coal seam gas is the immediate cause of the lower Btu gas on the

27

southern system, can Questar Gas prevent this gas from entering Questar Pipeline's

28

or Questar Gas' system?
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Questar Pipeline is an open access interstate pipeline and must provide

[

transportation on a non-discriminatory basis. As long as the coal seam gas meets

1

quality standards and other tariff provisions, Questar Pipeline is obligated to provide

\

transportation service at their FERC approved rates to the extent that capacity exists,

i

Questar Gas holds the majority but not all of the capacity on Questar Pipeline's

)

southern system. Other shippers hold this capacity and if there is unsubscribed firm

1

capacity Questar Pipeline must make it available. In addition, except during periods

!

of peak demand, Questar Gas does not use all of its capacity. This capacity is available

I

for release to other shippers, or if Questar Gas does not release capacity, Questar

)

Pipeline must make this capacity available on an interruptible basis. To the extent that
Questar Pipeline has capacity and coal seam gas meets Questar Pipeline's

\

specifications, then the gas will flow. Regardless of the gas that Questar Gas is
purchasing, producing or transporting on Questar Pipeline's Southern system, coal

\

seam gas will be the principal gas reaching Questar Gas' customers in Emery County,

i

portions of Carbon County and areas served from Questar Pipeline's system

i

downstream of Price. This includes everything downstream of the Payson and

1

Indianola city gates.

)

Q.

)

Could Questar Pipeline simply raise its gas quality standards and refuse to accept this
gas unless the producer processed it, and thereby resolve this issue?

A.

No. If Questar Pipeline attempted to raise its gas quality standards enough to

I

allow Questar Gas to keep its current set point, Questar Pipeline's standards would be

\

significantly higher than surrounding pipelines. Any such change would need to be

[

approved by the FERC Other shippers and producers who use Questar Pipeline would

5

certainly oppose such a change because it would be out of line with the standards on

i

other pipelines and it would impose additional costs on them. This action would likely
be viewed as unfairly discriminating in favor of Questar Gas at the expense of other

j

shippers, particularly since Questar Gas' historic set point was higher than other LDCs
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1

in the rest of the industry. A change like this could shut-in sources of gas production

2

and would not be in keeping with the FERCs efforts to encourage and facilitate gas

3

transportation across the pipeline grid. It is unlikely that any such effort would be

4

approved by the FERC. The coal seam gas is only one source of gas with a Btu content

5

below the 1020 level. This issue is occurring with a growing number of gas sources all

6

across Questar Pipeline's system. The minimum Btu content on other pipelines is also

7

below the 1020 Btu level. Attempting to maintain Questar Gas' 1020 minimum Btu

8

level is not a viable alternative.

9
10

Q.

11
12

Please explain the situation facing the Company and its customers relative to the coal
seam gas taken at the Indianola and Payson city gates.

A.

Questar Gas studied this issue in late 1997 and informed this Commission, the

13

Division and Committee in January of 1998 that if coal seam gas production continued

14

to increase as projected, it would become impossible to maintain the minimum 1020

15

Btu level associated with the 1080 set point at the Payson and Indianola city gates. This

16

situation could become critical as early as the spring or early summer of 1999. This

17

means that, unless some solution is implemented, all customers' appliances in these

18

areas would need to be adjusted by the spring or early summer of 1999.

19
20

Q.

21
22

Did the Company reorifice customers' appliances in Emery County to address this
problem?

A.

Yes. In the fall of 1997 Questar Gas contacted all customers in Emery County

23

and informed them of the need to have their appliances adjusted. The Company made

24

the needed adjustments as a part of its normal inspection and minor adjustment service.

25

However, it took 6,500 man hours and nearly 6 months to make adjustments at 2600

26

premises. Letters were sent to every customer instructing them of the need to adjust

27

their appliances, but over 50% never read the letters. There were 7,800 calls made just

28

to complete adjustments in this small area. This made it clear to the Company that a
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1

massive reorificing effort for all customers or even for customers served from the

2

Payson and Indianola city gates would be a tremendous undertaking and would take

3

years to complete at a high cost.

*

5

Q.

Would it be possible to adjust customer appliances on the portion of the Questar Gas

6

system served from the Payson and Indianola city gates which is affected by the coal

7

seam gas?

8

A.

The Company looked at this possibility. This would require a rapid adjustment

9

of 152,000 customers in Utah County and the Sanpete, Sevier, Garfield, Iron and

0

Washington Counties. This solution was rejected as too expensive and disruptive for

1

customers and probably could not have been completed in time to solve the problem

2

of the rising volumes of coal seam gas. In addition, it could mean reduced levels of
reliability for firm customers since a major portion of the Questar Gas system would

H

need to be operated on an isolated basis.

5
6

Q.

7
8

Did the Company develop a way to handle the coal seam gas so that a reasonable
transition period could be provided for customers?

A.

Yes. Mr. Schroeder's testimony describes his finding that with reduced C0 2

9

levels the coal seam gas would be interchangeable with 1020 Btu gas and will burn

0

safely and efficiently in appliance set at the 1080 set point.

1

2

Q.

3

A.

Has the Company been looking at other options to provide this transition period?
Yes. Mr. DeBernardPs testimony discusses the various options for either

!4

increasing the Btu content of the coal seam gas, isolating the gas by the construction of

15

additional pipelines, or processing the gas to decrease the C0 2 content. He compares

\6

these options and shows that the C0 2 processing is the best option from cost,

n

reliability, control and feasibility standpoints.
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Has the Company provided the Commission, the Division and the Committee with

2

information and background on the issues of the reduced Btu content of gas, the need

3

to make a set point change, and the action the Company is taking to maintain the Btu

4

content during a transition period?

5

A.

Yes. The Company has held several meetings with Utah regulators to explain

6

these issues. In January of 1998, we described the reduced Btu level and discussed the

7

need to change the appliance set point. At that time we were concerned that a massive

8

effort to adjust all customer appliances was the only feasible solution. Later in the

9

Spring of 1998 we met again and explained the concept of C 0 2 processing as a step that

L0

could allow time for a set point change and a longer transition period where customers

11

could change the set point of their appliances as they are replaced or repaired and as

12

new appliances are installed. The Company also explained the various alternatives that

13

were considered. Additional meetings were held in the Summer and Fall to explain

14

additional developments related to the CO : processing. Hopefully, through this

15

discussion a greater level of understanding and awareness of this issue has been created.

16
17

Q.

18

A.

What are the key issues the Commission is asked to address in this case?
The set point change has already been implemented, the key question now is

19

how to provide sufficient time for customers to make an orderly and cost effective

20

change in the set points of their appliances. The CO : : processing of the coal seam gas

21

is necessary to provide customers an extended transition period in which to make the

22

needed adjustments. The Company is hopeful that it can provide at least a ten-year

23

transition period during which the needed adjustments can be made as new and

24

replacement appliances are installed and as existing appliances are serviced. During

25

this time the Company must carefully manage the Btu content of the gas on its system

26

so that it falls within the acceptable range.

27

During the transition period, Questar Gas will need to manage the Btu content

28

of gas reaching the Wasatch Front and Southern Utah customers to insure it is between
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L

1020 and 1080 Btu. My testimony has discussed a number of actions that have been

I

taken and will need to be taken on an ongoing basis to provide this transition period.

J

The Company has determined that removing C0 2 from the coal seam gas is necessary

I

to protect customers from unsafe operating conditions. The plant is under construction

>

and will be ready for service late this Spring. The Company is asking the Commission

>

to approve its contract with Questar Transportation Service Company to provide for

l

the C0 2 processing and to also approve the recovery of the costs of processing in the

5

191 Account. The Company's application and testimony show that the C0 2 processing

)

is prudent and necessary to provide safe reliable natural gas for customers. It is an

)

action the Company must take to protect customers.

I
I

III.

Cost Impact

r

Q.

Will additional gas costs be incurred in order to maintain this more narrow Btu

5
5

operating range?
A.

Yes. The contract with Questar Transportation Services Company to process

1

the coal seam gas is an example of additional costs. Other costs which have been or

5

may be incurred include those paid for backhaul, propane injection and buying higher

)

Btu gas if it is available.

)

[

Q.

I

A.

Can you provide a brief explanation of the COz processing agreement with QTS?
Yes. In an effort to have the necessary control of the processing so that Questar

5

Gas' customers needs are met, the Company determined that the best approach was to

\

contract with Questar Transportation Services, a subsidiary of Questar Pipeline, to

>

provide the processing service. We do not believe we could have the same type of input

i

and control with a third party owning the plant. Questar Gas does not own or operate

7

transportation or processing facilities upstream of its city gates. Questar Pipeline does.
In addition, Questar Pipeline has field personnel who are located in the vicinity of the
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1

C0 2 plant. The Company also determined that pricing the processing on a cost of

2

service approach based on Utah rate making principles would be in the best interest of

3

customers. The processing contract based on this approach with QTS is being

4

presented for Commission approval.

5
6

Q.

7

A.

Why should the contract be approved?
The issues related to reduced Btu gas faced by Questar Gas' customers are real.

8

The Company has analyzed the options available and selected the most reasonable,

9

prudent course of action. The decision to provide a 10-year transition period will

10

clearly benefit our customers. Processing coal seam gas to reduce the C0 2 content

11

from the 3% pipeline quality level to 1% allows the coal seam gas to burn in appliances

12

set at the 1080 set point. Such processing is absolutely essential in order to provide

13

Questar Gas' customers with the needed transition period. The contract should be

14

approved because it is the prudent solution to this issue.

15
16

Q.

Why is the Company planning to record the C0 2 processing costs in the 191 Account?

17

A.

The C0 2 processing costs are being incurred as a result of the Company's

18

obligation under Commission Rule 746-302-B to insure that gas supplied to customers

19

has the proper heat value and specific gravity. Gas processing and treatment costs are

20

currently recorded in Account 813, Other Gas Supply Expenses. This is one of the gas

21

cost related accounts that are included in the 191 Account in accordance with page 16

22

of Questar Gas' Tariff. The Application simply reflects the treatment of these

23

processing costs consistent with how we routinely treat all other processing and

24

treatment costs which are necessary to supply gas to sales customers.

25
26

Q.

Does this conclude your testimony?

27

A.

28

D97-167 \ ALLRED TEM
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Qualifications of Alan K. Allred

Current Responsibilities
As Manager of Regulatory and Gas Supply Services, I am responsible for managing
the activities of Questar Regulated Services' Regulatory Affairs Department. I
supervise the regulatory activities for both Questar Gas and Questar Pipeline. I have
testified before the Public Service Commission of Utah, the Wyoming Public
Service Commission and in FERC proceedings. I am also responsible for managing
the gas supply operations of Questar Gas.

Prior Responsibilities and Experience
In October of 1997, I became the Manager of Regulatory Affairs for Questar
Regulated Services, responsible for the regulatory activities of Questar Gas and
Questar Pipeline.
In January 1986, I was assigned the duties of Director of Rates for Mountain Fuel
(now Questar Gas). In that position I was responsible for the preparation of
statistical reports, tariff filings, tariff maintenance, and the preparation and filing of
general rate cases and gas cost passthrough cases.
I was first employed by Mountain Fuel Supply Company (now Questar Gas) in 1978
in the Planning Services Department. In 1981,1 was appointed Director of Planning
Services. In this position, I helped design and manage the implementation of a
formalized strategic planning process for the parent corporation and its subsidiaries.

Educational Background
Bachelor of Science degree in finance from Utah State University in 1974, Master of
Science degree in systems management from University of Southern California in
1977. Participation in various seminars and conferences on rate and regulatory
matters including AGA and NARUC conferences and workshops.
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Questar Gas Company
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Summary of Various LDC Set Points
Set Point (i)
1030
So Cal Gas
1040
Northwest Natural
1020
San Diego Gas & Electric
950-1100(2)
KN Energy - Interstate
900-1020(2)
KN Energy - Kansas
950-1150(2)
KN Energy - Colorado
1015(3)
Montana Dakota
1059(3)
Utah Gas
1035(3)
Wyoming Industrial Gas
1026
Intermountain Gas
1054
Southwest Gas - Nevada
1005
Lone Star Gas - Texas
1020
Public Service of New Mexico
988
Public Service of Colorado •• Denver
1036
Public Service of Colorado •- Cheyenne
1000
Columbia Gas - Kentucky

(1) Data was obtained by calling each LDC.
(2) Only the pipeline BTU range was obtained.
(3) This is an average of the set points.
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ALAN K. ALLRED
FOR QUESTAR GAS COMPANY
April 26, 1999

Please state your name.
Alan K. Allred

Are you the same Alan K. Allred who previously submitted testimony in this
proceeding?
Yes.

What is the purpose of your rebuttal testimony?
I will address portions of the testimony of Mr. Hanson for the Division and Mr.
McFadden for the Committee.

PRUDENCE STANDARD
What do you believe is the central element of this case?
Prudence. As I explained in my direct testimony, Questar Gas has the responsibility
to establish a range within which the average heating value of the gas will fall. The
Company is also responsible to maintain the heating value and specific gravity within that
range. No party in this proceeding disputes this responsibility. The Company has acted
prudently in fulfilling these responsibilities.

Do you believe there is any serious suggestion that a transition period is not necessary
to allow customers to adjust their appliances to burn natural gas with a lower heat
content?
No.

The lowering heat content of the gas in the entire region has not been
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1

challenged. Mr. Hanson suggests that Questar Gas didn't study the "do nothing" option

2

enough, but due to the changing heat content of the gas available to Questar Gas, it was

3

clearly necessary to change the range and recommended set point for appliances. The

4

Company advised the Commission, Division, and Committee of the reasons for the change

5

and the need for customers to adjust their appliances. The Company explained the costs and

6

magnitude of the effort required to have customers adjust their appliances as rapidly as

7

possible. Given the cost of this effort, the time it would take for customers to have their

8

appliances adjusted and the disruption to customers, both the Company and regulators

9

wanted to find a solution that would provide more time for customers to have their

10

appliances adjusted. The following statement from page 5 of the Committee's request for

11

proposal LW9023 related to this case illustrates the Committee's position concerning the

12

rapid adjustment of all customer's appliances.

13
14
15
16
17
18
19
20
21

"Utah regulators have no quarrel with changing new gas appliance set points.
On May 1, 1998, a tariff reflecting a new set point of 1020, with a common
appliance operating range between 980 and 1080 Btu/cubic foot, was
implemented. However, the Company was (informally) placed on alert that
its proposal to alter the set points on existing gas appliances was
economically untenable. QGC was instructed to sharpen its pencils and
explore "supply-side" options that could be coupled with a more gradual
changeover of existing gas appliance set points." (emphasis in original)

22

A transition period of some length is necessary for customers to make these adjustments in

23

the most cost effective manner. The Company has determined that a transition period of

24

about 10 years is necessary, which no party has disputed. The Company advised all parties,

25

however, that costs would be incurred to provide a transition period.

26
27

Q.

28
29

Did any party challenge the Company's decision to make a tariff filing change in the
average heat content and range in the Questar Gas Tariff?

A.

No. The Company proposed and the Commission approved the tariff change to

30

reflect a lower range and average heat value. This tariff change was supported by the

31

Division in a April 30, 1998, memo to the Commission, which is attached as Exhibit 1.1R.

32

The fact that the C0 2 gas processing plant would be required to provide the time for
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1

customers to adjust their appliances was explained to the Commission, Division and

2

Committee prior to submitting the tariff change. The Division's memo includes specific

3

mention of the need for this gas processing in order to provide customers the longer

4

transition period.

5
6
7
8
9
0
1
2
3
4

Originally QGC thought that it would be necessary to change the set points
for all customers over a relatively short period of time. They estimate this
would cost around $ 120 million. It now appears that putting a carbon dioxide
extraction plant before the coal bed methane gas enters the pipeline can
mitigate the problem enough so that the set point for appliances can be
changed over time as new appliances come on or service personnel are at the
customers' location for other activities. The first step is to get the set points
and heat content limits changed. (QCG Exhibit 1.1R, p.l.)
Q.

What standard should be applied in determining the prudence of the Company's

5

decision to contract for C0 2 removal from the gas stream to manage the heat content

6

of gas reaching customers?
A.

The standard is well established both by this Commission and by the courts. The key

8

question is whether a reasonable person, with the information available at the time, could

9

have made the decision to contract for C0 2 processing to manage the heat content of gas

D

reaching Questar Gas' customers.
Q.

Have the Division and Committee witnesses shown that the Company's decision to
remove C0 2 from the gas stream in order to provide a transition period was not
prudent?

A.

No. They have challenged the decision to use C0 2 gas processing and they have
raised various questions, but they have failed to show that the Company was imprudent.
Their testimony demonstrates that action was necessary. Naturally, they prefer solutions that
would shift the cost of processing the gas to any other party, but all of their suggested
alternatives are flawed and unworkable. Mr. McFadden admits that, of the alternatives the
Company considered, C0 2 gas processing appears to be the most economical. (McFadden
p. 10 lines 2-4 and lines 15-18) The suggestions both Mr. Hanson and Mr. McFadden put
forth were considered by Questar Gas but were rejected.
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1
2

Q.

3
4

What about the options Mr. Hanson and Mr. McFadden suggest related to changing
Questar Pipeline's C0 2 standards or QPC refusing to transport the coal seam gas?

A.

Mr. Branko Terzic, a former State and FERC commissioner, addresses these points

5

in his rebuttal testimony. He shows that a reasonable person would not have relied on either

6

of these options. His testimony demonstrates that pursuit of such options would have

7

required Questar Pipeline to obtain FERC approval to take actions that run contrary to FERC

8

policy. He states that the FERC cases referred to by both Mr. McFadden and Mr. Hanson

9

would not apply to the facts presented to Questar Pipeline in this situation.

10
11

Q.

12
13

Was Questar Gas imprudent for not choosing one of the pipeline options presented by
Mr. McFadden and Mr. Hanson?

A.

No. The alternatives regarding pipeline options presented by Mr. Hanson and Mr.

14

McFadden are flawed. As Mr. DeBernardi shows in his rebuttal testimony, these pipeline

15

options have higher capital and/or operating costs than removing C0 2 from the gas stream

16

if they are configured to give Questar Gas the operational control it needs. As Mr. Terzic

17

shows in this testimony, Questar Pipeline could not simply have gone out and built a pipeline

18

at someone else's expense. Instead of directly challenging the prudence of the C0 2 gas

19

processing options, both Mr. Hanson and Mr. McFadden postulate "what i f scenarios that

20

are not plausible solutions.

21
22

Q.

On page 24 of his testimony, Mr. Hanson states that the Company's comparison of

23

capital costs in Exhibit 3.2 is not meaningful. He suggests a better comparison would

24

be annual cost of service as presented for the C0 2 processing in Exhibit 6 of the

25

Company's application. Have you developed such a comparison?

26

A.

Yes. The three options discussed in concept by Mr. McFadden and Mr. Hanson are

27

more fully developed and discussed by Mr. DeBernardi. Mr. DeBernardi has developed and

28

presented the capital, operating and additional transportation costs on Kern River that would

29

be incurred and shows that none of these would be a lower cost solution. I have used his
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1

costs to develop a first year cost of service for each of the three alternatives just as was done

2

for the C0 2 gas processing option as shown in Exhibit 6 of the Company's Application.

3

Exhibit 1.2R shows this analysis. For comparison purposes I have shown a point estimate

4

within the range of the first year cost of service shown in that Exhibit 6. As Mr. Hanson

5

recognized, the 10 year book depreciation life used in that exhibit increases the cost of that

6

option in the first few years, but it also results in lower costs in later years. For comparison

7

purposes, I have also included a first year cost of service for the C0 2 gas processing based

8

on a 20 year book depreciation life in column 2 of Exhibit 1.2R.

9
0

Q.

1
2

Mr. Hanson expresses a concern over the 10 year depreciation of the plant. ( p. 26
lines 2-7.) Must this plant be depreciated over 10 years?

A.

3

No, the contract with Questar Transportation Services calls for 10 year depreciation
which matches the term of the contract. If the plant were depreciated over a 20 year period,
the depreciation cost would be reduced by about $1 million as shown on line 2 of Exhibit

5

1.2R, but the taxes and return would slightly increase as shown on line 4. If the Division

6

would prefer to have the plant depreciated over the life of the field or the expected life of the

7

plant, whichever is less, the Company is willing to amend the contract to reflect such change

3

and suggests that 20 years book life could be used.

)

Q.

I

A.

What does the comparison illustrated in Exhibit 1.2R show?
It shows on line 7 that, when the appropriate costs are included for each of Mr.

I

McFadden's and Mr. Hanson's alternatives, the Company's decision to process the coal seam

)

gas to remove C0 2 has a lower first year cost of service than Mr. Hanson's and Mr.'s

[

McFadden's alternatives. Over the life of each of the alternatives, the taxes and return

>

element will decrease as the initial capital investment is depreciated. While Mr. Hanson has

>

criticized Mr. DeBemardi's use of capital costs to show that Questar Gas' decision to use

P

C0 2 gas process was prudent, this analysis shows that a comparison of first year cost of

!

service confirms the Company's decision.
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Does the Company's decision to use C0 2 gas processing stand as a prudent decision?
Yes it does. It meets the standards as established by this Commission and the courts

3

while the Division and Committees challenges to Questar Gas1 decision fall short of the

4

mark.

5
6

Q.

7
8

Are there additional gas supply costs related to Mr. Hanson's Loop Mainline 40/41 and
Payson to Kern River pipeline alternatives?

A.

Yes. Both of Mr. Hanson's suggested alternatives have serious gas supply cost

9

impacts for Questar Gas customers. He proposes that Questar Gas have the coal seam gas

10

that would have to be transported to Kern River delivered by a backhaul transportation

11

arrangement to Questar Gas at Hunter Park. Mr. DeBernardi has calculated that at least

12

85,000 DTH per day would have to be moved to Questar Gas under the Loop Mainline 40/41

13

option and as much as 120,000 DTH per day under the Payson to Kern River option.

14
15
16

Q.
A.

Would this cause Questar Gas to alter its gas supply practices?
Yes. The Company's combination of sales demand and storage injection rights for the

17

May to September period is about 165,000 DTH per day (90,000 DTH of system-wide sales

18
19

demand and 75,000 DTH of storage injection). Extensive IRP modeling shows that the

20

production and 75,000 DTH of purchased gas with some take flexibility. The IRP uses this

21

purchased gas flexibility to accommodate the D-24 gas and certain other Company

22

production that must be taken due to oil production or to avoid imbalance situations. This

23

flexibility allows the Company to tailor the gas purchases to meet changing conditions.

24

Under the 85,000 DTH per day alternative, at least 10,000 DTH per day of Company-owned

25

gas would be shut in. Over the 150 day summer period about 1,500,000 DTH of Company

26

production would be shut in each year. The 120,000 DTH per day alternative would present

27

additional problems since the shut-in of Company-owned production would grow to 45,000

28

DTH per day or 6,750,000 DTH each year in the summer. Another problem with this

29

alternative is that even the 85,000 DTH per day being delivered to Hunter Park on the

optimal gas supply to meet this load includes about 90,000 DTH per day of Company-owned
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1

Wasatch Front would be greater than the total sales demand at the Wasatch Front for

2

approximately 105 days. The 120,000 DTH would exceed the Wasatch Front demand for

3

the entire May to September period. Both of these situations result in gas supply situations

4

that may be impossible to accommodate.

5
6

Q.

7

A.

What would the cost impacts of shutting in the Company production be?
The main impact would be that Wexpro would earn a return on a higher investment

8

base. Since gas reserves are depreciated on a units of production basis, if this Company-

9

owned production is not taken, the gas reserves would not be depreciated and Wexpro's

[0

investment base would not be reduced as quickly. Extensive modeling and analysis has

Ll

shown that shut-in of Company-owned production results in significant costs to customers

2

with these costs continuing and accumulating over time because making up this production

3

in future time periods takes a long time. The carrying cost of this production is a key reason
the IRP model calls for production of this gas each day. The Division, Committee and

5

Commission have all stressed the importance of taking this gas, but Mr. Hanson's alternative

6

would make D-24 gas the swing supply.

7
8

Q.

9
0

Would the Company also experience producer-to-producer imbalances and drainage
from adjoining leases as a result of Mr. Hanson's proposals?

A.

Yes. Such imbalances result when one party in a jointly-owned field takes its

1

production and the other party does not. Another reason Company-owned gas from jointly-

2

owned fields is produced on a year round basis is to avoid such imbalances. The shut-in of

3

Company-owned production that would result if Mr. Hanson's alternatives were used could

4

cause imbalance problems that may never be made up. Balancing Agreements with joint

5

owners place restrictions on the amount of summertime imbalances that can be made up in

6

the winter. Under both of Mr. Hanson's alternatives, each summer the Company not only

7

could not make-up the prior year's imbalance, but in fact would go further out of balance.

8

The Company would likely lose reserves or be subject to cash out provisions at unfavorable
prices upon field depletion. The balancing agreements generally favor the overproduced
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1

party and usually provide for a punitive cash-out of the underproduced party. Both the

2

Division and the Committee have shown great concern that the Company manage its gas

3

supplies so that imbalances do not grow year after year and become so large that make-up

4

is impossible.

5
QUESTAR GASf AFFILIATE RELATIONSHIPS ARE BENEFICIAL

6
7

Q.

Mr. Hanson and Mr. McFadden claim that QGCfs decisions in this matter were

8

influenced by the interests of Questar Pipeline and Questar Corporation. Do these

9

allegations have merit?

10

A.

No. Questar Gas' focus in solving the changing Btu content has been to seek

11

solutions that enable Questar Gas to manage the heat value of gas on the distribution system

12

in a manner that fosters the ability of the Company to provide safe reliable gas service. The

13

Company's direct and rebuttal testimony shows that, when the facts surrounding each area

14

of the Division's and Committees concerns are examined, there is sound reasoning for the

15

Company's course of action, including the C0 2 gas processing contract. Despite Mr.

16

Hanson's and Mr. McFadden's concerns, the best solution for customers was the course of

17

action pursued by the Company.

18
19

Q.

20
21

Has Questar Gas? affiliate relationship with Questar Pipeline been beneficial in solving
this problem?

A.

Yes. Because of that relationship, Questar Pipeline has taken action that imposes

22

upon itself increased operational difficulties to accommodate blending of various gas

23

sources. Questar Pipeline has ceased processing liquids at the Price dew-point control plant

24

and implemented the Overthrust back-haul. These actions benefit Questar Gas. Questar

25

Pipeline has done all that it could without discriminating against other shippers to help

26

Questar Gas deal with the changing heat content of gas. It is interesting that, despite these

27

issues being presented and discussed in the Company's direct testimony, Mr. Hanson and

28

Mr. McFadden have failed to even mention them. Instead, they attempt to claim improper

29

"affiliate influences," guided the Company's actions.
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Does Questar Pipeline have a responsibility to act as a separate pipeline company
relative to these issues?

A.

Yes. It is a FERC regulated interstate pipeline with many customers other than

4

Questar Gas. It has a responsibility to act in the interest of all of its customers and cannot

5

discriminate against any of them. The Division and Committee's testimony suggesting that

6

Questar Pipeline change its gas quality provisions seems to imply some obligation to make

7

such changes just because it would be beneficial to Questar Gas. Questar Pipeline cannot

8

favor Questar Gas in this manner. Moreover, the affiliate relationship with Questar Gas does

9

not impose on Questar Pipeline the obligation to act against its own interests and the interests

0

of its other customers. Questar Pipeline must be viewed as a FERC-regulated provider of

1

transportation service, not an entity with a responsibility to solve Questar Gas' unique gas

2

quality requirements.

Q.
5
5

Do you have experience with an unaffiliated pipeline supplying gas to Questar Gas that
can illustrate this point?

A.

Yes. Questar Gas receives gas from Kern River either under gas purchase contracts

7

with shippers on Kern River or under transportation capacity purchased from Kern River.

?

Like Questar Pipeline, Kern River's gas quality standard provides for a maximum C0 2

)

content of 3%. The minimum Btu level is 970 Btu. Kern River receives gas into its system

)

at several different points with different Btu values. Kern River's tariff allows gas that does

i

not meet its tariff standards to be transported if it can be blended with other gas so that the

I

total gas stream meets the tariff standard. At times, significant sources of gas transported on

I

Kem River's system have a Btu content below the 1020 Btu level required by Questar Gas.

\

Like Questar Pipeline, Kern River is an open access pipeline which cannot refuse to transport

!

gas which met its tariff specifications.

>

'

Q.

!

Does the Division and Committee's testimony on this issue represent a double standard
on affiliate influence?

A.

Yes. After raising unfounded charges of improper influence on Questar Gas, both
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1

Mr. McFadden and Mr. Hanson would have Questar Pipeline take action to limit the

2

transportation of gas which meets its tariff standards. This is an action that no pipeline could

3

take because it discriminates against other shippers.

4
5
6

QUESTAR PIPELINE'S GAS QUALITY STANDARDS
Q.

Both Mr. McFadden and Mr. Hanson have provided testimony that Questar Pipeline

7

should have filed with the FERC to reduce the C0 2 content of gas transported on the

8

pipeline. Was this a realistic solution?

9

A.

No. Mr. McFadden and Mr. Hanson conclude lhat Questar Pipeline should have

10

reduced its C0 2 standard. Mr. McFadden seems to believe that Questar Pipeline could have

11

reduced its C0 2 standard to 2%. Mr. Terzic has provided a succinct explanation why this

12

was not an option given the facts in this case. As to whether or not this makes the C0 2 gas

13

processing contract imprudent, the best Mr. McFadden can do is postulate that "if Questar

14

Pipeline had proposed such a change in the mid 1990's (combined with Questar Gas

15

changing is tariff to reflect a lower average heat contenl) "it is possible" that "no further

16

actions would be required now." This "what if scenano, that relies heavily on hind sight,

17

does not come close to meeting the standard for showing that Questar Gas was not prudent.

18
19

Q.

20
21

Would changing the C0 2 standard on Questar Pipeline to 2% have solved Questar
Gas' problem?

A.

No. The simple fact is that, if Questar Pipeline had a 2% C0 2 standard, the coal seam

22

gas would still need processing in order to be burned safely in customer's appliances on the

23

Questar Gas system. We have shown that a 1% C0 2 level is required to make the coal seam

24

gas interchangeable with current appliance settings. This is another reason why Mr.

25

Hanson's and Mr. McFaddenfs hind sight alternative of changing the Questar Pipeline C0 2

26

standard fails to show that Questar Gas's decision was not a prudent one.

27
28
29

Rebuttal Testimony of
AlanK.Allred
1

Q.

2
3

Docket No. 98-057-12
Page 11 of 17

Both the Division and the Committee argue that Questar Gas should have changed the
recommended set point for customers' appliances earlier. Are they correct?

A.

No. They are both relying on the benefit of hindsight. In the early to mid 1990's,

\

Questar Gas did know that the Btu level of gas was trending downward, but it was still well

5

within the safe operating range of the 1080 set point. Based on the information available at

5

that time, it was not clear that a change in set point was called for. At that time, coal seam

7

production from the Emery County area was well below the levels that would cause any

?

concern.

)

While gas on other portions of the system was subject to processing, Questar Pipeline

)

was successfully blending its gas stream and monitoring gas supplies well within the safe

[

operating range. A customer set point adjustment at that time would have served to only

I

change concerns about managing gas supplies to stay above the low end of the range into

\

concerns about managing the gas supply to stay below the upper end of the range. It must
be remembered that the Company has a long history of taking action to manage the gas

>

supply and ensure that the Btu content was not too high. In the mid 1990's there was simply

>

no sound reason to implement a set point change.

!
>

QUESTAR PIPELINE CANNOT REFUSE COAL SEAM GAS
Q.

I

Both Mr. Hanson (p 14 lines 1-14) and Mr McFadden (p 13 line 17 to p 14 line 20)
contend that Section 13.5 of Questar Pipeline's tariff should allow Questar Pipeline to
refuse to transport the coal seam gas. Are they correct?

A.

No. They have misinterpreted Questar Pipeline's tariff. This tariff provision cannot
be used by Questar Pipeline to refuse to transport the coal seam gas which meets Questar
Pipeline's tariff standards. Mr. Terzic explains why this interpretation runs counter to
FERC's philosophy and practice and should not be relied upon. This tariff provision is
designed to protect Questar Pipeline from incurring additional costs to accommodate the
individual demands of a shipper or a third party.

Q.

Mr. McFadden states that, because the coal seam gas is being transported by
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1

displacement or back-haul, Questar Pipeline could have imposed more stringent gas

2

quality standards and refused to transport this gas. Is he correct?

3

A.

4

No. On Questar Pipeline's system, no gas quality differentiation is made for backhaul or displacement transportation.

5
6

Q.

Mr. Hanson (p. 16 lines 7-10) and Mr McFadden (p. 13 lines 22-23) state the Questar

7

Pipeline could have refused to transport the coal seam gas if it did not have available

8

capacity.

9

producers of the coal seam gas for capacity when it did not yet exist. Is this correct?

10

A.

Mr. Hanson also suggests that Questar Pipeline contracted with the

No. Questar Pipeline did have transportation capacity and is required by FERC

11

regulations to post all such available capacity. The capacity contracted for by the coal seam

12

producers and other shippers was done in accordance with Questar Pipeline's FERC-

13

approved tariff provisions. The compression facilities and pipeline looping that Mr. Hanson

14

refers to were pipeline enhancements Questar Pipeline made in other locations and unrelated

15

to the coal seam production. Once these facilities were installed, additional capacity was

16

available on Questar Pipeline's system. While some of this capacity was contracted for prior

17

to the completion of the pipeline compression and looping facilities, the capacity was

18

properly posted in accordance with FERC policies and regulations. Apparently, Mr.

19

McFadden and Mr. Hanson would have Questar Pipeline refrain from enhancing its pipeline

20

system and selling capacity to solve Questar Gas' problem. This would violate FERC

21

regulations. There is no such obligation or ability for any interstate pipeline to work against

22

its economic interests and the interests of all of its customers. To the contrary, as Mr. Terzic

23

explains, the FERC has adopted policies and regulations which promote increased capacity

24

on the interstate pipeline system. The Committee and Division would require Questar

25

Pipeline to operate against those regulations and against its own interest in a way no pipeline

26

could ever be required to do.

27
28
29

Q.

Mr. Hanson states that Questar Pipeline did not have to transport this gas because
discounted rates are being paid. (Hanson p.16 lines 11-15 p 16 line 1) Does this provide
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a way that Questar Pipeline could have refused to transport this gas?
A.

No. Mr. Hanson is correct that there is no requirement for Questar Pipeline to

3

discount its rates. But Questar Pipeline does have FERC-approved authority to provide

4

transportation service at rates between a minimum and maximum rate. It cannot be

5

discriminatory in offering discounts. Since Questar Pipeline routinely discounts capacity for

6

gas moving to delivery points (usually through back haul or displacement) on the eastern

7

portion of its system, it could not discriminate against the producers or shippers of the coal

8

seam gas by not also discounting for them. Even if Questar Pipeline did not discount to any

9

shipper, this would not keep the coal seam gas off the Questar Pipeline system. All firm

0

capacity holders on the Questar Pipeline system have the right to release capacity at any price

1

equal to or below the maximum tariff rate. Shippers wishing to move the coal seam gas

2

could acquire released capacity from Questar Gas or other shippers on Questar Pipeline and

3

move coal seam gas. This is also a way that the coal seam gas could move to the Questar
Gas system even if Questar Pipeline had no additional capacity that it could sell. Even if

5

Questar Gas did not release capacity, Questar Pipeline would have available interruptible

U

capacity which the shippers of the coal seam gas could use to move their gas on Questar

7

Pipeline.

8
9

Q.

0
1

Where does that leave us with the contention that Questar Pipeline could refuse to
transport the coal seam gas that meets it gas quality standards?

A.

Exactly where I stated in my direct testimony. As an open access provider of

2

transportation service, Questar Pipeline cannot refuse to transport gas which meets its gas

3

quality standards. All alternatives or solutions offered by the Division or Committee which

X

rely on Questar Pipeline not transporting the coal seam gas are not realistic.

i
1

RESPONSIBILITY FOR THE COSTS OF C0 2 GAS PROCESSING
Q.

5

Mr. McFadden states that determining who should pay for the cost of processing is the
key question in this case. (McFadden p.17 lines 20 though p. 18 line 1.) Is he correct?

A.

No. Prudence is the central issue of this case, but cost causation is also a concern.
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1

Cost causation and cost responsibility are sound rate making principles. Wherever possible,

2

costs should be assigned to the party responsible for causing them. However, both Mr.

3

McFadden's and Mr Hanson's analysis of the cost causation is incorrect. The only reason

4

additional C0 2 processing of the coal seam gas is required is that coal seam gas with a 3%

5

inert gas level will not burn safely in Questar Gas' customers' appliances. These appliances

6

have a higher set point than is used on other distribution systems. The coal seam gas is

7

merchantable, complies with industry standards, including those of Questar Pipeline, and

8

burns safely and efficiently in appliances that are set at 1020. Producers, pipelines, and

9

nearly all other distribution systems can and do use such gas. It is only Questar Gas'

10

customers that require the coal seam gas to have a lower inert gas content. Thus, the costs

11

are Questar Gas' responsibility. Removing C0 2 beyond Ihe pipeline's tariff standards is one

12

of the required actions necessary to provide an extended transition for Questar Gas customers

13

to have their appliances adjusted. However, both the Committee and the Division would like

14

to shift the costs of this processing needed only by Questar Gas and its customers to some

15

other party. Neither Questar Pipeline nor the coal seam producers need gas to have a C0 2

16

level below 3%.

17
18
19

C0 2 REMOVAL COSTS QUALIFY FOR PASSTHROUGH TREATMENT
Q.

20
21

Mr. Hanson states that the C0 2 gas processing costs do not qualify as fuel or energy
costs. (Hanson p 3 line 12-16) Do you agree with his statements?

A.

No. Removal of C0 2 beyond pipeline requirements is a necessary part of Questar

22

Gas' efforts to maintain the heat value of gas. The Company is fulfilling its Commission

23

imposed obligation to "regulate the chemical composition and specific gravity of the gas."

24

Removing C0 2 from the gas stream is necessary to provide customers the extended transition

25

period that all parties in this case support. The cost of the processing will be properly

26

recorded in Account 813 "Questar Gas Supply Expenses," which under the Commission

27

approved 191 Account tariff provisions receives passthrough treatment. All other gas

28

processing costs have historically been recorded in Account 813. Processing the gas stream

29

to remove C0 2 is identical to processing that is necessary to remove sour gas, liquid
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1

hydrocarbons, water vapor and nitrogen from natural gas. Such gas processing costs are

2

accounted for as passthrough costs.

3
4

Q.

Both Mr. McFadden and Mr. Hanson suggest that various pipeline options should have

5

been put in place instead of the C0 2 gas processing. Would the cost of these pipeline

6

options have been included in the 191 Account.

7

A.

Yes. Although the rebuttal testimony presented by the Company shows these

8

alternatives would have had a higher cost, they would haven been accounted for as gas costs.

9

As gas transportation costs they would have been recorded in Account 858 'Transmission

0

and Comparison of Gas by Others." This account is accorded 191 Account treatment under

1

the Company's tariff.

2
3

Q.

Mr. Hanson talks about the benefits of regulatory lag and the incentive such regulatory
lag provides for the Company to be efficient^ Hanson p 5 line 8 through p 6 line 17)

5
6

Does this regulatory lag theory apply?
A.

Regulatory lag can provide an incentive for efficiency, but it can also penalize if costs

7

increase significantly. In this case, the Company has pursued the most cost-attractive

8

solution and should not be penalized. I do not accept the concept that pass through treatment

9

removes or eliminates the Company's incentive to be efficient. The Company has shown in

D

this case that it is solving the lower Btu gas issue in the most cost effective manner possible.

1

Mr. John Snider has submitted testimony attesting to the sound and efficient design of the

2

plant. The details of the plant have been examined by both the Division and the Committee.

3

In short, there is no suggestion that "regulatory lag" could serve any purpose other than to

\

penalize the Company's earnings. In any event, there is no legal theory that suggests the

5

Commission impose "regulatory lag" instead of an authorized procedure to currently reflect

3

a cost in rates. In fact, there is precedent for granting exceptional relief to Companies facing

7

extraordinary costs.
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Are there considerations relative to the magnitude of the costs in this case that argue
for pass through treatment?

A.

Yes. As I explained earlier, recording the processing costs in Account 813 is the only

4

way Questar Gas is currently authorized to record these expenses. The C0 2 gas processing

5

cost, if incurred without rate coverage would have a significant negative impact on the

6

Company's earnings. On an after-tax basis, the Company's net income would be reduced by

7

$5 million or almost 20%. One of the important reasons passthrough coverage of gas costs

8

is called for is the magnitude of gas cost relative to the net income of the company. Without

9

immediate rate recognition of these costs the Company's financial well-being would be

10

harmed. If the Commission's policy of using a historical test year with no post test year

11

adjustments is followed even if the Company filed a general rate case in June or July 1999

12

it could not expect to receive rate coverage for the C0 2 gas processing costs until sometime

13

in February 2000. If a calendar year test year is required, rate coverage would not begin until

14

late in the year 2000. Given the magnitude of these cost, this would be an extreme penalty

15

on the Company for prudently taking action to control the heat content of gas for the benefit

16

of customers, as it is required to do by the Commission.

17
18

Q.

What about the Division's proposal that the Commission should find that the C0 2 gas

19

processing costs do not qualify for pass through treatment so there is no need to

20

approve the contract and the entire matter should be left to the next general rate case?

21

A.

The Company has come forward with a sound solution to a real problem facing it's

22

customers. The Company has taken seriously its responsibility to "regulate the chemical

23

composition and specific gravity of the gas so as to maintain satisfactory combustion in

24

customers appliances"

25

alternatives, and selected a prudent course of action. None of the alternatives put forth by

26

Mr. Hanson or Mr. McFadden would have allowed the Company to " maintain the heating

27

value established" in the tariff. They do not meet the long established standard to show that

28

the Company's decision was not a prudent one. I believe the Division's recommendation

29

ignores its responsibility to look after the public interest. Specifically, its responsibility to

The Company faced up to it's responsibilities, analyzed the
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1

provide the Commission with recommendations that provide just, reasonable and adequate

2

rates, maintain the financial integrity of the public utilities and promote safe operations. The

3

Commission should reject the Division's recommendation.

4
5

Q.

6
7

Should the Committee's recommendation of no rate coverage at all for these costs be
adopted?

A.

No. The Company is required to maintain the heating value of gas for customers.

8

The Company has made a prudent decision to remove C0 2 to "regulate the chemical

9

composition and specific gravity of the gas so as to maintain satisfactory combustion in

0

customers appliances" as it is required to do. Since the Committee has not shown that

1

Questar Gas' decision was imprudent, the Committee's recommendation should be rejected.

2
3

Q.
A.

Does this conclude your testimony?
Yes, it does.
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1

Q.

2

A.

3

Please state your name and business address.
My name is George K. Schroeder. My business address is 180 East First South
Street, Salt Lake City, Utah.

4
5

Q.

6

A.

By whom are you employed and in what capacity?
I am the Director, Research and Development for Questar Gas Company

7

(Questar Gas or the Company). I have been employed in this position since 1990.

8

Prior to that time I was Director, Technical Services and Director of Market Support

9

Services for the Company. I have been employed by Questar Gas and its predecessor,

0

Mountain Fuel Supply Company since 1974.

1
2

Q.

Please describe your education and expertise in the area of natural gas combustion.

3

A.

I received a Bachelor of Science degree in chemical engineering in 1972 from

4

the University of Utah. I have over 27 years of industry experience in the area of

5

natural gas combustion. I have worked with customers to solve technical problems

5

associated with their use of natural gas. 1 have worked on numerous research projects

7

dealing with new natural gas appliances. I have been involved in natural gas appliance

3

certification and the development of codes and standards related to natural gas

)

appliances. Exhibit 2.1 summarizes my education and professional experience.

)

I
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What is the purpose of your testimony in this proceeding?

A.

I will provide background on the reasons it is important for customers to have
their appliances properly set for the heat content of the gas that is burned in those
appliances. I will give a description of the challenge Questar Gas has experienced
related to the Btu content and specific gravity of natural gas received at the Company's
city gates. I will also discuss the concept of gas interchangeability and describe how
unacceptable natural gas causes problems for customers at the burner tip.

Q.

Please explain the basics of heat content and why the heat content of natural gas
varies.

A.

First of all, I should explain that Btu means British Thermal Unit. Simply put,
one Btu is the amount of energy it takes to raise one pound of water one degree. The
Btu value of a natural gas stream is the standard measure of its heat content. Natural
gas in its pure state is methane and has a Btu value or heat content of 1013 Btu. Other
gases such as propane, butane and ethane are typically present in the gas stream. These
gases have higher Btu values than methane so their presence increases the overall Btu
content of the gas stream. At times, inert gases such as carbon dioxide and nitrogen can
be found in the gas stream. These gases will not burn and have no Btu value so they
tend to reduce the overall Btu content of the gas stream. Thus, the heat content of gas
received at Questar Gas' city gate can vary depending on non-methane components
present in the gas stream.

Q.

Please explain the concept of specific gravity and why the specific gravity of natural gas
is an important concept.

A.

Specific gravity of a gas is the ratio of the weight or mass of a given volume of
a natural gas to the weight or mass of an equal volume of air. For example, if a
particular natural gas has a specific gravity of .62 it means that a given volume of that
gas has a mass or weight of 62% of the same volume of air. Natural gas in its pure state

Prepared Testimony of
George K, Schroeder

Docket No. 98-057-12
Page 3 of 10

1

has a specific gravity of about 0.55. The presence of other gases such as propane,

2

butane ethane, carbon dioxide and nitrogen will cause the specific gravity to vary.

3
4

Q.

5

A.

Please define Wobbe Number.
Wobbe number is the Btu content of a natural gas divided by the square root of

6

its specific gravity. Because Btu content and specific gravity impact the combustion

7

characteristics of natural gas, the Wobbe number is often used to describe a particular

8

natural gas.

9
10

Q.

11
12

Why is it important in this case to understand the relationship of Btu content and
specific gravity.

A.

The burning characteristics of natural gas vary with heat content and specific

13

gravity. In order to operate safely, gas burning appliances must be properly adjusted

14

to burn gas of a given Btu content and specific gravity. Once adjusted to a given set

15

point, appliances can safely and efficiently burn gas within a certain range of variability

16

of Btu and specific gravity.

[7

18

Q.

[9

A.

10

What are the consequences of using natural gas outside this acceptable range?
Natural gas appliances will not function safely. Two major concerns are flame
liftoff and incomplete combustion.

\]

Liftoff refers to an unstable natural gas flame. In moderate liftoff conditions,

!2

products of combustion contain elevated levels of carbon monoxide. In severe liftoff

13

conditions, the flame burns above the burner surface or is extinguished entirely.

4

Problems with erratic burner ignition can also be experienced with liftoff conditions.

5

A significant safety concern occurs when liftoff conditions are present and an

6

appliance venting malfunction occurs. Under these conditions hazardous amounts of

7

carbon monoxide will enter occupied areas of homes and buildings.

8

Incomplete combustion is another concern of improper combinations of Btu
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content and specific gravity. While incomplete combustion and elevated carbon
monoxide formation is present with flame liftoff, these phenomena are more
pronounced at the upper limits of Btu content and specific gravity combinations. At
the upper limits of Btu content, high levels of carbon monoxide are combined with soot
formation. Soot formation leads to blocked heat exchangers and venting systems.

Q.

Can natural gas appliances efficiently and safely use natural gas with widely varying
Btu specific gravity levels.

A.

Appliances can be set to operate efficiently and safely on gas with different Btu
contents. For each set point, gas within a certain range of Btu content and specific
gravity can be safely burned. However, if gas outside a certain range is burned the
problems I just discussed will occur.

Q.

Do codes and standards which govern the installation of appliances incorporate these
principles?

A.

Yes. The requirements of the International Mechanical Code and the National
Fuel Gas Code (ANSIZ223.1) provide instruction to installers of natural gas appliances.
The state of Utah has adopted the IMC, and by reference, the natural gas code which
govern the installation of natural gas appliances.

Q.
A.

What is the Company's involvement with setting customers' appliances?
Properly setting appliances is the responsibility of installers and, ultimately, the
customers. Questar Gas publishes a book titled "Good practices for Gas Piping and
Appliance Installation" regarding recommended best practices for use by customers,
technical ser/ice staff and general contractors. Installers of natural gas appliances are
instructed to set natural gas appliances at these set points which are consistent with the
requirements of the International Mechanical Code and the National Fuel Gas Code.
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Historically, what was the recommended set point?
Prior to May 1,1998, the Questar Gas tariff listed a range of 1020 to 1320 with

3

a nominal value of 1080. Operationally, appliances have historically been set at 1088

4

Btu/Scf and 0.62 specific gravity which is the operational equivalent to the tariff

5

descriptions. This matches the composition and Btu level of the gas that was

6

historically delivered to the Wasatch front.

7
8

Q.

9

A.

Does elevation effect the set point established for this area?
Natural gas appliances are manufactured and listed with firing rates based on

10

sea level conditions, with an atmospheric pressure of 14.69 psia. The nominal

11

atmospheric pressure of Salt Lake city is 12.6 psia. Differences in atmospheric pressure

12

require adjustments to natural gas appliance burner systems which also cause changes

13

in venting system operation.

14

The National Fuel Gas Code and listed manufacturer installation instructions

[5

require that sea level firing rates be decreased by 4% for every 1,000 feet in elevation.

16

At Salt Lake City's average elevation of 4,350 feet, a 17% decrease in firing rate is

7

required. The firing rate reduction is accomplished by a decrease in burner orifice size

8

and/or a decrease in burner manifold pressure. In order to determine the proper orifice

9

flow rate and manifold gas pressure, a nominal natural gas Btu per cubic foot and

,0

specific gravity are required. Historically, the Questar Gas Company values have been

1

1088 Btu per standard cubic foot and 0.62 specific gravity.

2
3

Q.

4
5

What has been the average heat value of natural gas taken by the Company during the
past 25 years?

A.

Questar Gas has historically managed its gas supply so that it has a nominal Btu

6

content of 1088 Btu/scf. In past years, the company had to mix gas sources to ensure

7

that gas did not have a Btu level that was too high. In the early 1990's the average heat

8

value for the natural gas stream reaching Questar Gas' system began to decrease. This
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is shown in Exhibit 1 of the Company's Application in this Docket.

2
3

Q.

4
5

In your opinion did this decline in Btu content require a change in the recommended
set point

A.

Yes it does. Currently the natural gas delivered to the Questar gas system is

6

near the lower 1020 Btu limit of the acceptable operating range of appliance set at the

7

1088 set point. Since the condition is likely to continue and Btu content is in danger of

8

falling below 1020, the set point had to be changed.

9
10

Q.

11
12

Did you perform any analysis to demonstrate that the gas that is now coming to the
Questar gas system required a set point change?

A.

13

Yes. I have conducted an analysis of a variety of natural gas streams with
various heat value and specific gravities.

14
15

Q.

16

A.

Please describe this analysis.
I began my analysis with a base gas with 1088 Btu/scf and a specific gravity of .62

17

and a Wobbe index of 1386. The Wobbe index is defined as heating value as standard

18

conditions divided by the square root of the specific gravity. This is an approximation of

19

safe operating range or gas interchangeabihty because it excludes certain minor factors. I

20

then compared that gas with 12 other gas compositions occurring on the Questar Gas

21

system with various Btu content and specific gravity. I also calculated the upper and

22

lower limit of acceptable gas based on the 1088 set point.

23
24

Q.

25

A.

Can the results of this analysis be depicted graphically.
Yes. QGC Exhibit No. 2.2, page 1, is a line graph that shows the range of

26

acceptable or "interchangeable" natural gas based on two independent variables of Btu

27

content or "heat value" and specific gravity. In this graph, the heat value is shown on

28

the vertical axis from 960 Btu to 1180 Btu and the specific gravity is shown from .55 to
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1

.7 on the horizontal axis. Acceptable ranges of operation for natural gas appliances

2

vary with original set points. This graph shows a 1088 set point. The upper limit of

3

acceptable Btu content and specific gravity is described by what is called the Wever

4

Index of Incomplete Combustion. Gas composition (6) is at this upper limit. The line

5

on this graph through that point represents the upper Btu level and corresponding

6

specific gravity of gas that can be burned "interchangeable" in an appliance set at 1088.

7

Again, gas with various combinations of Btu content and specific gravity along that line

8

have the same Wobbe index.

9
10

Q.

11

A.

How do you describe the lower limit of Btu content in QGC Exhibit No. 2.2, page 1?
The lower limit of Btu content is described by a combustion index called the

[2

AG A Index of Lift off. This line is associated with the point labeled (4) represents the

3

lower limit of acceptable Btu content and specific gravity.

4

combinations of Btu content and specific gravity will have the same Wobbe index. If

5

gas is received that doesn't maintain the minimum combination of heat content and

6

specific gravity, then the gas is not interchangeable with the 1088 set point.

Gas with various

7
8

Q.

9
0

How are the upper limit of incomplete combustion and the lower limit of flame lift off
determined?

A.

Attached QGC Exhibit No. 2.3, page 2 shows the formulas that are used to

1

arrive at the Wever Incomplete Combustion. This exhibit also shows the formula for

2

determining the AGA lift off index. 1 will not describe these formulas in detail other

3

than to mention that non-qualifying or non-interchangeable gas could result in the

4

problems I discussed earlier in my testimony.

5
6

Q.

7
3

Is the Company's natural gas stream in danger of non-interchangeability because of
exceeding the Wever Index or not meeting the AGA list-off index?

A.

The challenge for the Company is that the gas stream is approaching the point
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where it does not meet the AGA Lift-off Index due to the functions I mentioned above.

Q.
A.

Please describe the various points shown on QGC Exhibit No. 2.2, page 1.
You recall that the set point of appliances on the Questar Gas system is defined
by Point 1 of this exhibit which is 1088 Btu and .62 specific gravity. The graph shows
a range of acceptable operation approximated with lines of constant Wobbe index.

Q.
A.

What do the various points represent on QGC Exhibit No. 2.2, page 1?
Point 1 shows the Wever Index and the AGA lift off index calculated relative to
the original set point. The remainder of the points on the exhibit reflect combustion
data for 12 separate gas streams. These various gas streams are listed in QGC Exhibit
No. 2.2, page 2.

Q.

Please describe the various points shown in your Exhibit 2.2, page 1 and listed in
Exhibit 2.2, page 2.

A.

Point 2 in figure 1 is untreated coal seam gas with a lift off index of 1.08. Points
3, 4 and 5 are coal seam gas with reduced carbon dioxide levels of 1%, 1.4% and 0%
with lift off values of 1.05, 1.06 and 1.02 respectively. In order to bring the coal seam
gas within safe operating conditions, carbon dioxide content must be reduced by 1.4%
where the lift off index is 1.06. Reduction of carbon dioxide to 1% provides a safety
margin with a lift off index of 1.05.

Q.
A.

What do the other points show on QGC Exhibit No. 2.2?
These show various combustion data for certain points on the Questar Gas
system. These range from a gas that approaches the incomplete combustion limit to gas
that approach or exceed the AGA Liftoff Index limit. For example, point 6 shows
natural gas received at Price with a Btu content of 1161, specific gravity 0.664, and an
incomplete combustion index of 0.042 which is approaching the index limit of 0.05.
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1

Also note the coal seam gas at 1.4% carbon dioxide with a heat content of 996, specific

2

gravity of 0.571 and a liftoff index of 1.06. Points 11 and 12 represent gas at Orangeville

3

and Cleveland in Emery County.

4
5

Q.

6

A.

What does this exhibit show?
This exhibit shows that for gas to achieve interchangeability and fall within the

7

acceptable operating range established by Questar Gas' set point, independent variables

8

of heat content and specific gravity must be met. Thus, actions which affect either the

9

heat value, specific gravity or both, can bring non-interchangeable gas within the

10

acceptable range established by Questar Gas' set point.

11
12

Q.

13
14

Is coal seam gas interchangeable as a gas supply for appliances with the set point
utilized in Questar Gas Company's service area?

A.

No, not without some removal of inerts or injection of heavier hydrocarbons.

15

During the course of the gas quality evaluation, the American Gas Association

16

Research Group ( A G A R ) was hired to evaluate gas interchangeability of typical coal

17

seam gas. A copy of the A G A R report is attached as Q G C Exhibit No. 2.4. In short,

18

A G A R reached the same conclusion as Questar's Research and Development

19

department. That is. coal seam gas is not interchangeable as a gas supply for appliances

10

with a 1088 set point.

>1
\2

Q.

!3
!4

In your opinion, is it necessary that action be taken by Q u e s t a r Gas to ensure the
interchangeability of natural gas received by the Company?

A.

Yes.

If action is not taken, customers are likely to experience operating

!5

complications and safety concerns I have described. In my opinion, the question is not

,6

whether this problem should be addressed by the Company, but how it should be done.

7
8

Q.

In your opinion, will the carbon dioxide processing plant reduce the carbon dioxide
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1

content sufficiently to allow the coal seam gas to be safely and efficiently burned in

2

appliances with the 1088 set point

3

A.

Yes, based on my analysis and the AGAR confirmation of my analysis. Coal

4

seam gas with a 1-1.4% carbon dioxide content will burn safely and efficiently in

5

appliances set at the 1088 set point.

6
7

Q.

8
9

Did the gas analysis you just discussed also help the company determine that the
recommended set point should be changed to 1020.

A.

Yes. Given the declining Btu content experienced for gas reaching the Wasatch Front

10

and the additional coal seam gas supplies the Company proposed the tariff change to reflect

11

the 1020 set point. This change will mean that new appliances, replacement appliances, and

12

all appliances serviced should be set to the 1020 level. As long as the Btu content of gas is

13

maintained between 1080 and 1020 this will provide a transition period for customers to

14

change the set point in an orderly and lower cost manner.

15
16

Q.

17

A.

Do locations exits on the QGC system where other set points are appropriate?
Yes. There exist other locations where Btu content will vary outside the 1020-

18

1080 Btu range. An example is east of Price, Utah which can see natural gas supplies

19

varying between 1161 Btu/scf, 0.66 specific gravity and 996 Btu/scf, 0.57 specific gravity.

20

These locations must remain at a set point of 1088 Btu/scf, 0.62 specific gravity.

21
22

Q.

Does that conclude your direct testimony?

23

A.

24
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1
2

Q.
A.

Please state your name and business address.
My name is Gary W. DeBernardi. My business address is 180 East First South
Street, Salt Lake City, Utah.

3
4
5
6

Q.
A.

By whom are you employed and in what capacity?
I am Vice President, Technical Services, for Questar Regulated Services

7

Company. In this position I provide engineering support for Questar Gas. I have held

8

various positions with Mountain Fuel Supply Company, Mountain Fuel Resources and

9

Questar Pipeline Company and have 30 years' experience in natural gas gathering,

10

processing, storage and pipeline system design and operations. QGC Exhibit No. 3.1

11

contains my qualifications and experience.

12
13
14

Q.
A.

What is the purpose of your testimony in this proceeding?
I will review the work Questar Gas Company (Questar Gas or the Company) has

15

undertaken to analyze and develop solutions regarding the Btu content of gas that is

16

the subject of this case. I will review alternatives considered by the Company and the

17

reasons for choosing to contract for carbon dioxide removal at a facility in Carbon

18

County, Utah. I will then discuss how the Company implemented its solution. This will

19

also be addressed by Mr. John P. Snider, an independent consultant hired by the

20

Company to review this matter. Finally, I will discuss the reasonableness of the

21

contract's construction costs and operating expenses which will be incurred to ensure

22

that natural gas entering the system at the Payson gate will meet Questar Gas' quality
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standards.

2
3

Q.

4
5

Please discuss the actions the Company commonly takes to ensure that its natural gas
supply meets the Company's quality standards.

A.

Questar Gas and Questar Pipeline continuously monitor gas quality on their

6

systems. Gas quality parameters that are monitored include Btu content, water content,

7

and sulfur content of natural gas. System pressures and flow rates are also monitored.

8

The responsibility for monitoring gas quality rests with the Gas Control Department

9

via the Supervisory Control and Data Acquisition (SCADA) system. This system

10

collects operating data from the field, relays the data via a microwave system to a

11

supervisory computer in the Gas Control Department. The computer analyzes the

12

information from 300 locations, 750 status points and approximately 10,000 data points

13

and it is continuously monitored by the Gas Control Department. Operating data

14

outside of specified operating parameters is corrected by field operations. Information

15

relating to gas quality is also provided by field operators to their supervision and to Gas

16

Control. Gas Control personnel coordinate with field operators to correct immediate

17

hazards and gas quality problems on the system.

18
19

Q.

20
21

Could you discuss the various solutions which were considered by the Company to
address the Btu problem?

A.

Considerations for resolution of the declining Btu content of gas and to allow

22

time for an orderly reorificing can be categorized in three areas: 1) Constructing

23

pipelines and other facilities, 2) Enhancing gas stream Btu value, and 3) Removing inert

24

gases

25
26

Q.

27
28

You mention construction of pipelines as a possible alternative. Could you describe
what the Company had in mind?

A.

Yes. We analyzed various options which are described in Data Request 1.1
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1

given to the Division of Public Utilities in this case. In general, pipeline solutions given

2

consideration were: 1) Paralleling Questar Pipeline's Main Lines, 2) Extending Questar

3

Pipeline to Kern River, and 3) Building a pipeline from Payson Gate to Porters Lane

4

Gate. We considered these options because they each increased system capacity to

5

allow the company to either blend low Btu gas with higher Btu gas or isolate the low

6

Btu gas for delivery to other systems.

7
8

Q.

9

A.

Why weren't any of these pipeline options selected by the Company as a solution?
All of these options would be very costly. Moreover, they would have required

10

Questar Pipeline to expand its system solely to meet the needs of Questar Gas. In

11

addition to the high costs of these options, Questar Gas believed it would be unable to

12

complete the pipelines in time to meet the anticipated decline in the Btu value of gas

13

delivered to Payson resulting from increasing coal seam production. FERC

14

certification, environmental permitting and pipeline construction could not be

15

completed before Spring/Summer 1999. The efficiency of any of these options also

16

depends on the continued ability of Questar Pipeline to blend higher Btu gas and direct

17

it to the Payson Gate, which cannot be assured.

18
19

Q.

10

A.

Please discuss the options for enhancing gas stream Btu value.
The Btu value of gas streams can be raised by blending a low Btu stream with

11

a higher Btu gas stream or by injecting and vaporizing into a low Btu gas stream a high

12

Btu value natural gas liquid such as propane. Three studies were completed that

13

evaluated the costs associated with injecting natural gas liquids into the gas stream

14

which is delivered to Questar Gas' Payson Gate.

15

The first study estimated operating and capital costs of injecting propane to

16

enhance the Btu value of the coal seam gas stream. Estimated costs were $7,935,000 in

11

capital expenditures with an annual operational expenditure of over $27 million per

IS

year. These costs were based on propane prices averaging $0.33 per gallon in 1999.
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1

Even this cost cannot be assured. The price of propane has fluctuated widely and is

2

expected to continue to be priced erratically. In addition, the ability to store such large

3

volumes of propane would be costly, if not impossible to accomplish.

4

A second study dealing with purchasing and injecting natural gas liquids from

5

a processing plant and constructing a natural gas liquid pipeline upstream of the Price

6

area was conducted. The study consisted of three cases. Cases A and B dealt with

7

purchasing liquids from a processing plant in the Natural Buttes area and were ruled

8

out predominantly because of lack of available production. Case C evaluated the

9

feasibility and costs of constructing a four-inch pipeline of about 120 miles from a

10

natural gas liquids pipeline east of Bonanza, Utah to the Price, Utah area for injecting

11

liquids into the low Btu gas stream. The capital cost associated with this proposal was

12

estimated at approximately $17,000,000. Operating costs were estimated at about

13

$250,000 per year not including the purchase price of natural gas liquids to be injected

14

or the cost capital. The study concluded that liquid volumes of 86 GPM to 93 GPM

15

would be required. At an estimated $0.25 per gallon, the liquid costs alone would be

16

approximately $11,000,000 to $12,000,000 per year.

17
18

Q.

19

A.

Why were none of these Btu enhancement options selected by the Company?
The high operating costs disqualified these options from further consideration.

20

Concern was also expressed about the ability to purchase the liquids on a consistent

21

basis. The volumes of liquids required are very large and may not be available when

22

needed. The price of liquids is also an operating expense not controllable by Questar.

23

Timing for permitting and environmental compliance were also a problem.

24
25

Q.

26
27
28

The next long-term consideration considered by the Company was removing inert
gases, would you discuss this alternative.

A.

The removal of carbon dioxide is a proven concept. In the case of coal seam gas,
carbon dioxide is one of the components of the gas stream which lowers the Btu value.
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1

Removing carbon dioxide from the coal gas stream from 2.5% to a level of 1 % increases

2

the Btu value from approximately 984 Btu/scf (14.73 psia base) to approximately 1,000

3

Btu/scf.

4
5

Q.

6
7

If the removal of carbon dioxide results in these specifications, is the resulting gas
stream acceptable to the Company's system?

A.

Yes, this is described in more detail by QGC witness, George K. Schroeder. In

8

general, the resulting Btu value and specific gravity for the treated coal seam gas

9

provides a gas composition that is compatible with both the previously recommended

10

orifice settings and the new settings of customers' appliances.

11
12

Q.

Please describe why carbon dioxide removal was chosen as the solution in this case?

13

A.

Contracting for carbon dioxide removal was the lowest cost alternative that was

14

also timely and provided control of the Btu value of gas delivered to Questar Gas'

15

Payson Gate. The carbon dioxide removal is the best solution because it provides

16

control to ensure a high degree of reliability and provides an in-service date by the

17

spring/summer of 1999. None of the other alternatives considered could accomplish

18

this.

19
20

Q.

21
22

Have you prepared an exhibit which summarizes the various alternatives and why they
were either eliminated or selected?

A.

Yes. QGC Exhibit No. 3.2 shows a summary of the alternatives I have discussed,

23

the capital costs, operating costs, timing and operational considerations. This summary

24

shows that the carbon dioxide processing was the best alternative.

25
26

Q.

27
28

Once you determined that construction of a carbon dioxide removal plant was the
necessary solution, what practical and technical considerations did you consider?

A.

The size of the plant was determined by considering Questar Gas' need for
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1

reliable gas processing, the capacity through Payson Gate and thus the amount of

2

blending that could be obtained with higher Btu gas. The forecasted volumes by

3

producers in the area, actual production from the area in recent months and trends for

4

carbon dioxide concentrations from that production were compared. Actual production

5

continues to meet or exceed forecasted volumes and carbon dioxide concentrations are

6

increasing gradually from these wells.

7

The plant was designed to process 140 mmscfd of coal seam gas with an outlet

8

carbon dioxide content of 0.5%. This design will allow for an overall coal seam

9

production rate from the area of 175 mmscfd of 1.0% carbon dioxide content. The

10

1.0% carbon dioxide content gas is deemed acceptable based on interchangeability and

11

safety factors as discussed in Mr. Schroeder's testimony.

12
13

Q.

14

A.

What factors were considered in the plant site selection?
Numerous factors related to plant location such as the cost of pipeline required

15

to feed the plant, availability of land, electricity and v/ater. In addition, site planning

16

constraints such as heavy equipment access to the plant, zoning restrictions,

17

environmental impacts and the possibility of expansion of the facilities to meet expected

18

growth of gas production in the area were considered.

19
20

Q.

21

A.

What site was chosen and why?
After considering and visiting all the alternatives, the site at Drunkard's Wash

22

near the current termination point of JL 96 was chosen as the most acceptable site

23

available. Power was available from a compressor site less than a mile away, and a

24

water line could be run from the Price River Water Improvement District. The site was

25

not in proximity to residential areas. The site allowed for construction during the

26

winter to allow completion by mid-1999. Enough land is available for additional gas

27

processing if volumes in the area continue to increase.

28

It should be noted that an interconnecting pipeline must transport the increasing

Prepared Direct Testimony of
Gary W. DeBernardi

Docket No. 98-057-12
Page 7 of 8

1

volumes from Porphyry Bench to the plant for processing. The alternative that was

2

approved by the Carbon County Commission was looping a 20-inch line from JL 102

3

to the plant to carry gas to and then away from the plant and back to ML 40.

4
5

Q.

6

A.

Who was given the contract to design and fabricate the plant and why?
Questar Transportation Services (QTS) awarded a contract to T. H. Russell Co.

7

This decision was based on cost and several other important factors. T. H. Russell had

8

more experience in designing and building gas processing facilities than the other

9

companies considered. They could do much of the fabrication and assembly in their

10

own plant, thus decreasing the risk of scheduling interferences from outside vendors.

11

They could provide help in selecting a field construction contractor and assist during

12

start up and operations. Another critical item is that T.H. Russell had a plant design

13

that was similar to the one that QTS was requesting so that engineering design time

14

could be decreased. Some companies partner with Russell almost exclusively on these

15

types of projects because of cost, quality and delivery considerations.

16
17

Q.

18

A.

Who was awarded the field construction contract and why?
Many companies expressed an interest in the field construction of the plant.

19

Representatives from four companies were interviewed by QTS and T. H. Russell and

20

their bids were compared. DeVere Construction was selected because they had the

21

most experience in building these kinds of plants and had the second lowest cost bid.

22
23

Q.

24
25

Please summarize your thoughts on the actions of Questar Gas to address the Btu
problem.

A.

Questar Gas was faced with a gas quality problem that required immediate

26

attention. The Company was prudent and expeditious in analyzing the problem and

27

advising the Commission, Division and Committee of its existence. More importantly,

28

I believe that Questar Gas acted prudently in choosing the most sound and timely
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alternative and has implemented it in the way that will have the lowest impact on

2

customers' rates.

3
4

Q.

Does this conclude your testimony?

5

A.

6
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1

Q.

2

A.

Please state your name.
Gary W. DeBernardi.

3
4

Q.

proceeding?

5
6

Are you the same Gary W. DeBernardi that previously submitted testimony in this

A.

Yes.

7
8

Q.

9

A.

What is the purpose of this testimony?
I will address the work of the Gas Quality Team and the timeliness of the

10

Company in recognizing and addressing the Btu problem. I will address the pipeline

11

alternatives and other points raised by Mr. Hanson and Mr. McFadden in their direct

12

testimony.

13
14

I.

GAS QUALITY TEAM

15

Q.

Was the creation of the Gas Quality Team and monitoring of the gas composition

16

something new at Questar Gas Company (QGC) and Questar Pipeline Company

17

(QPC)?

18

A.

Monitoring of the natural gas composition has long been an industry practice for

19

pipeline and distribution companies. QGC and QPC have consistently monitored the

20

gas flowing on their systems in order to provide safe reliable service and to abide by the

21

rules set by this Commission. While the lower Btu content of gas, of which coal seam

22

gas is a contributor, is currently the focus, monitoring gas quality with respect to water
S\ /\

I ^ A
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1

vapor content, hydrocarbon dew point, inert content, sulfur content, gas temperature,

2

oxygen content, and other impurities will continue to be a necessity.

3
4

Q.

5

A.

Why was the Gas Quality Team that you sponsored put together in early 1997?
Because of the variability in gas quality that was occurring at QPC receipt points,

6

it was decided that a cross-functional Gas Quality Team be put together to focus on the

7

changing quality of gas being delivered to and transported on the QGC and QPC

8

systems. The efforts of both to manage gas quality did not begin with this team.

9
10

Q.

11
12

Mr. Hanson implies that the make-up of the team affected the selection of the C0 2 team
plant option. Is this accurate?

A.

Yes, but not in the manner alleged by Mr. Hanson. The fact that both operating

13

companies (QPC and QGC) and QRS were represented did influence the recommendations

14

and decisions made concerning gas quality issues. That was the intent when the team was

15

formed. Questar's management recognized that gas quality issues (not just C02), effecting

16

QPC would also affect QGC as QPC's largest customer.

17

representativesfromthese companies, all aspects of the issues were discussed and evaluated.

By bringing together

18
19

Q.

20
21

Was the issue of the coal seam production in the Ferron area the primary concern for
the team?

A.

It was not initially the driving issue. As I mentioned, the main focus was the

22

general variability of the Btu content and composition of the gas in Questar's system.

23

The issue is the same on both QPC's northern and southern systems, but it became

24

apparent that because of the rapidly increasing production of coal seam gas on the

25

southern system, the issue would have to be addressed there first. However, a number

26

of recommendations have been implemented, such as resolving the 7F Service Area

27

limitations in the Cache Valley area, instituting an Ove rthrust Backhaul to enhance the

28

Btu value of the gas delivered to QGC from QPC's northern system and suspending the
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1

operation of the QPC Price dewpoint plant which allowed the Btu value of the gas in

2

ML 40/41 to remain at a higher level to blend with the coal seam gas from the Ferron

3

area. All of these had little or no cost impact to QGC sales customers. While

4

re-orificing was viewed as the "ultimate" solution to the lower Btu issue, the team

5

concluded that this would be impossible to accomplish without interim measures. The

6

rapid increase in coal gas production on QPC's southern system made it imperative that

7

a solution be found quickly.

8

cross-functional team made it possible to generate and evaluate many options.

The different perspectives and expertise of the

9
10

Q.

11

A.

Were the economics of various solutions an issue considered by the team?
Certainly. The team focused on solutions that would allow QGC to manage the

12

heat content of the gas on its system. There was likely to be an economic impact

13

associated with any action recommended by the team. The team had to consider the

14

impact of its actions on the customers of both QPC and QGC.

15
16

Q.

Do you agree with Witness Michael J. McFadden's assertion (at page 11 of his

17

Prepared Direct Testimony) that "if QGC had been more timely in responding to the

18

situation [increased production of coal seam gas], it could have influenced the

19

alternatives available to it"?

20

A.

No. The volume of coal seam gas developed more rapidly than anticipated. In

21

the early and mid 90's there was speculation that the volume of gas from the Ferron

22

Fairway could be substantial at some point. If QPC and QGC made operational

23

changes or expanded their systems, as suggested by Mr. Hanson and Mr. McFadden

24

on such speculation, the cost to customers would be very high. Operational changes

25

and system expansions need to be based on customer transportation contract

26

commitments which normally follow proven production. It is not uncommon for

27

producers to over estimate their production capability, especially in a new area.

28

However, producers and shippers generally wait until production from an area is proven
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and available before committing to long term transportation capacity.

2
3

Q.

4
5

What has QPCs experience been with other coal seam gas developments in the vicinity
of its system?

A.

Over the last 10 years, at least seven major coal seam developments have been

6

attempted near QPCs system.

Of these seven developments, four have been

7

abandoned, two have shown limited success, and so far only the River Gas development

8

has met expectations.

9
10

Q.

11
12

What was known about the potential for the Ferron Fairway area coal seam production
in the mid 1990s?

A.

It was believed that substantial development would not occur until the EIS

13

(Environmental Impact Statement) for the Ferron Natural Gas Project was completed

14

and additional drilling permitted in the southern portion of the Fairway. The EIS was

15

expected to be completed in early 1999, and is still in draft form, but the proposed

16

development has not yet been approved. The pipeline described in Option 1, as

17

Witness Hanson points out at page 21 of his Prepared Direct Testimony, starts south

18

of the Drunkards Wash in an area referred to as South Wash. This point was chosen

19

in the study precisely because a substantial portion of the development was anticipated

20

to be in the south.

21
22

Q.

23
24

What information did the Gas Quality Team use to evaluate the issue related to the
coal seam gas?

A.

When the Gas Quality Team first began to meet in early 1997, the production

25

of coal seam gas was approximately 60 Mmcf/d and was readily blended with other gas

26

in QPCs system to meet QGC's Btu requirements. In discussions within the team, the

27

question was raised concerning the increased volume of lower Btu Ferron area gas that

28

was expected to be produced over the next several years. Although the coal seam gas
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met QPC gas quality specifications, the interchangeability of the coal seam production

2

with the QGC base gas became a concern and was analyzed. Production of coal bed

3

methane began to increase during the winter of 1997-98 and producers forecasted that

4

the volumes from the northern portion of the Ferron Fairway would increase more

5

rapidly than anticipated. QGC determined it could experience a blending problem by

6

the spring of 1999. The Gas Quality Team focused on alternatives to deal with the Btu

7

issue as soon as it became apparent that there could be a blending problem. In fact,

8

production has actually increased at a greater rate than even predicted by the

9

producers.

10
11

Q.

Did the production levels of coal seam gas from the Ferron area in the mid-90's

12

indicate that reorificing customer's appliances or some other solution to the Btu issue

13

would be required in 1999?

14

A.

No. Based on the levels of production of coal seam gas of approximately 11,000

15

Mcf/d, 30,000 Mcf/d and 45,000 Mcf/d in 1994,1995, and 1996, respectively, that could

16

be blended with other volumes in the pipeline, there was no way for the Company to

17

j ustify additional facilities.

18

19

II.

REVIEW OF ALTERNATIVE SOLUTIONS

20

Q.

Please describe Mr. Hanson's proposed alternative of looping QPC's ML 40/41.

21

A.

22
23

The proposed loop of QPC's ML 40/41fromthe Price area to Pay son and extending
the line to Kern River would include approximately 78 miles of 20-inch pipe to deliver gas

from

the Ferron area to Kern River. A compressor station like Oak Springs would have been

24

needed to increase the pressure on the line to deliver gas into Kern River which operates at

25

a pressure above 1000 psig. This configuration would allow about 170 MMCFD of gas to

26

be delivered to Kern River. The existing ML 40/41 would still be utilized to deliver gas to

27

QGC at the Payson Gate. It is likely that the Oak Springs compressor station, which was

28

completed in 1998, would not have been built if the ML 40/41 loop had been constructed
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prior to 1997, so its capacity would be about 130 MMCFD.

2
3

Q.

4
5

In order to have this looped line in place now, when would this project need to have
been started?

A.

The decision to start the marketing, engineering, planning, environmental permitting

6

and F E R C certification process would need to have started in 1995 o r 1996 in order to have

7

any possibility of having these facilities in service in the Spring o r early S u m m e r o f 1999.

8
9

Q.

L0

A.

W h a t problem would have existed in starting this project in 1995 or 1996?
There w a s no market support.

T h e volumes of coal seam g a s that were being

11

produced would not have justified such a project. No party other than Q G C would have had

L2

a reason to pay for such a project. I believe Q G C would have had to bear all o f the costs o f

13

this project. In addition, the Company would have had to bear the risk of paying for the line

L4

even if the coal seam gas production had not increased. Without the benefit o f perfect

15

hindsight, this is not an alternative that would have been pursued.

16
L7

Q.

18
L9

A s s u m e for a m o m e n t that this alternative had been chosen. H o w does the capital cost
of this alternative compare with that of the C 0 2 gas processing plant?

A.

Exhibit 3.2 of m y direct t e s t i m o n y listed t h e capital cost of $38-$74 million. T h e

20

capital cost of this particular configuration I have just described is about $48 million,

21

which includes the cost of the Oak Springs compressor and excludes the portion of the

22

line to the South Wash area that Mr. Hanson pointed out in his testimony should not

23

be included. This is over twice the cost of the C 0 2 gas processing plant and associated

24

facilities.

25
26

Q.

27
28
29

Mr. H a n s o n states that only a fraction of this line would b e needed by Q G C . P l e a s e
address this statement.

A.

I believe he had in mind that QGC could continue to utilize existing ML 40/41
and to receive the higher BTU gas it now receives. Some amount of coal seam gas
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could be mixed with that gas so that the 1020 minimum BTU level for QGC would be

2

maintained at Payson.

3

Without the Oak Spring compressor in-service on existing ML 40/41, the

4

maximum quantity of gas that can be delivered to Payson during the summer is

5

approximately 130 MMscf/D. Under these conditions, the maximum amount of coal

6

seam gas that could be delivered into the existing ML 40/41 and maintain a 1020 Btu

7

blend would be approximately 90 MMscf/D.

8

Assuming 175 MMscf/D of coal seam production, this would mean that QGC

9

would have to subscribe and nominate daily for at least 85 MMscf/D in capacity on the

10

proposed line. As the coal seam production increases, QGC would have to contract for

11

increasing quantities of capacity on the new line so that it could insure that the coal

12

seam gas in excess of the blending limit of about 90 MMscf/D went to Kern River. This

13

would be at least 50% of the capacity of the line and could grow over time. On this

14

basis, QGC's allocated portion of the capital cost would be at least $24 million.

15
16

Q.

17
18

Would this alternative require significant operating costs in the form of compression
costs?

A.

Yes. The Oak Springs Compressor Station would have to be operated at all

19

times for gas to be delivered to Kern River and these costs are allocated to this

20

proposal. Operating and maintenance costs are estimated to be $720,000 per year,

21

while fuel gas is estimated to cost $640,000 per year for a total of $1,360,000; of this,

22

QGC would be allocated at least 50%.

23
24

Q.

25

A.

Are there other potential costs related to this proposal?
Under this scenario, for QGC to guarantee that the proper amount of gas flows

26

to Kern River to achieve the blending, QGC would have to purchase and nominate the

27

coal seam gas to Kern River. The only way QGC could use this gas would be to take

28

delivery of an equal amount from Kern River to a QGC delivery point such as Hunter
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1

Park or Q P C s Muddy Creek interconnect with Kern River. Effectively, Q G C would

2

be exchanging 980 Btu/scf coal seam gas for 1050 Btu/scf Kern River gas supplies. I n

3

doing so, QGC would incur an incremental transportation charge from Kern River.

4

This back haul transportation o n Kern River would carry a cost. A conservative

5

estimate would be .05#/mcf, but it could be .10? or more. This would result in between

6

$1.6 million to $3.1 million on a yearly basis.

7
8

Q.

9

A.

Can you summarize the total cost of this alternative?
Yes. The costs of this alternative are listed under the L o o p M L 40/41 option in

.0

column 2 of Exhibit 3.1R. T h e capital a n d operating costs shown for this option

.1

represent 5 0 % of the cost and assumes other parties would have committed for the

12

other 5 0 % of the capacity. This is an optimistic assumption.

3
L4

Q.

The other option discussed by Mr. Hanson and Mr. McFadden in this testimony would

[5

consist of building a line from the QGC Payson Gate to the Kern River pipeline.

16

Please describe this option.

17

A.

Mr. Hanson and Mr. M c F a d d e n in their testimony looked at two variations of

18

this proposal, either transporting gas 1) from Payson to Kern River; or 2) from Kern

19

River to Payson. Mr. M c F a d d e n focused o n the second variant in his testimony.

50

U n d e r the first option, Mr. H a n s o n proposes to deliver all of the low B T U gas

>1

t o Kern River. Gas would then b e redelivered to Q G C ' s system at an existing Kern

\2

River delivery point such as Hunter Park. This proposal is not operationally feasible

13

and is ultimately more expensive.

>4
55

Q.

>6
11
18

Please address the cost of the first variation to construct a line and flow gas from
Payson to Kern River.

A.

From a capital cost standpoint, this option easily exceeds the cost of the C 0 2 gas
processing plant and associated facilities. Mr. H a n s o n gives a range of costs from $12
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1

to $25 million. The $12 million figure does not include compression, which would be

2

needed to deliver gas to Kern River. The $25 million capital cost estimate assumes

3

enough compression is installed to deliver 100 MMscf/D to Kern River. The Payson

4

volumes can range as high as 170 MMscf/D. This option requires that the total volume

5

of ML 40/41 would have to be off loaded to Kern River and redelivered. To deliver the

6

quantity of gas to Kern River to equal Payson volumes would require an investment

7

closer to $43 million to install a 24" line and sufficient compression capacity for this

8

volume.

9
10

Q.

11

A.

What operating costs would be expected under this option?
Mr. Hanson states that "O&M costs would be minimal compared to the C0 2

12

plant." Actually, costs to operate compression for this alternative are not minimal and

13

would likely total over $3.9 million per year, including fuel gas. In addition, QGC

14

would incur a transportation charge on Kern River to redeliver the gas to QGC just as

15

described earlier for the looped line alternative.

16
17

Q.

18

A.

Can you summarize the total cost of this alternative.
Yes. The costs are listed as the Payson to Kern River option in column 3 of

19

QGC Exhibit 3.1R. In addition to these costs, rapid reorificing of QGC's southern

20

system would have been required at an estimated cost of over $5.3 million.

21
22

Q.

23

A.

What are the operational limitations of this alternative?
As we stated in response to DPU Data Request No. 4.5, under high load

24

conditions it is not possible for QGC to deliver adequate volumes of gas from Hunter

25

Park to the southern end of its high-pressure distribution system without deliveries from

26

QPC at Payson. During high load conditions, QGC requires deliveries at both Hunter

27

Park and Payson. On a peak day, this alternative would leave QGC without sufficient

28

capacity to meet firm customer demands on the southern end of its system. This is due
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to capacity constraints on QGC's system. There could be in excess of 30 days of high-

2

load conditions during which this proposal would not work. In order to meet peak day

3

demand it is likely that up to 170 MMscf/D of peak day capacity would be required. If

4

the cost of required additional capacity on either Kern River or QPC to meet QGC's

5

high load and peak day requirements is considered, the problem with this alternative

6

becomes even more apparent.

7
8

Q.

9

A.

Please describe the second variation of this alternative.
This involves transporting Kern River gas to Payson and would not require

10

compression. Mr. McFadden estimates the cost of building a pipeline at about $9

11

million and proposes that QGC construct the line.

12
13

Q.

14

A.

What is your estimate of the costs of this proposal.
This construction cost is probably close to $11 million if the cost of the Kern

15

River tap, measurement and control equipment, and blending header are properly

16

included. For comparison purposes, I have reflected Mr. McFadden's $9 million

17

estimate, even though I believe the cost would be higher. Also, as Mr. McFadden

18

discussed, expedited reorificing certain areas on QGC's southern system would be

19

required at an estimated cost to customers of $5.3 million.

20
21

Q.

22

A.

What other costs would be involved?
Moving gas from Kern River to Payson would require QGC to acquire

23

incremental capacity and gas supplies on Kern River. This would represent a significant

24

cost to QGC. Under this alternative, QGC would have to subscribe for approximately

25

85 MMscf/D in firm transportation on Kern River to blend ML 40/41 gas to achieve a

26

minimum 1020 Btu. The first problem with obtaining firm capacity on Kern River is

27

availability. Presently, Kern River is showing on average only 23 MMscf/D in firm

28

capacity to Hunter park for the 1999-2000 heating season. The second problem is the
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1

transportation rate. Kern River's most recent posting on their EBB (electronic bulletin

2

board) shows that they will only accept full-margin rates for transportation to Northern

3

Utah. Kern River's current full-margin transportation rate equates to $.67/Mcf of

4

demand. This compares to QPCs full-margin transportation rate of about $.17/Mcf of

5

demand. This added transportation cost could translate into $21 million per year in

6

incremental transportation costs for QGC. The other cost issue related to this

7

alternative is the cost differential of acquiring gas on Kern vs. QPC. Over the past five

8

years, gas on Kern River has cost on average $0.034/Dth more than gas on QPC. This

9

gas cost differential could translate into $1 million per year in added gas costs for QGC.

10
11

Q.

12

A.

Can you summarize the expected cost of this alternative?
These costs are listed as the Kern River to Payson option in column 4 of QGC

13

Exhibit 3.1R. In addition, this alternative would require customers in Southern Utah

14

to have their appliances reorificed at a cost of $5.3 million.

15
16

Q.

17

A.

What gas blending problems do you anticipate with this alternative?
In estimating the quantity of gas QGC would need to take off of Kern River to

18

blend with ML 40/41 gas at Payson, the assumption was made that the Btu of the gas

19

coming from Kern River would average 1050. This amount reflects the average daily

20

Btu on Kern River for 1997 and 1998. In reality, this Btu has dropped into the low

21

1030!s on some days. As an example, if the Btu on Kern River was 1030, QGC would

22

potentially have to deliver about 130 MMscf/D from Kern River to achieve a 1020 Btu

23

at Payson. It is possible that the Btu of the gas from Kern River could drop to as low

24

as 970 Btu - Kern River's minimum tariff Btu specification. This solution could

25

compound the problem since QGC has no ability to control the Btu of the Kern River

26

gas.

27
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What is your conclusion regarding the Payson to Kern River and Kern River to Payson
options?

A.

Both Mr. Hanson and Mr. McFadden conducted incomplete studies that failed

4

to recognize all of the costs of these alternatives, and they don't recognize the operating

5

constraints and uncertainties that make these options much less attractive than C0 2 gas

6

processing.

7
8

Q.

On page 24 of his Prepared Direct Testimony, Darrell S. H a n s o n addresses Option 7,

9

the "Do nothing to change gas stream and handle customer concerns as they occur"

L0

alternative, implying that the alternative merited some consideration.

LI

comment.

L2

A.

Please

Mr. Hanson notes that the only reason for not choosing this alternative was the

13

"safety of customers." He is exactly right. As the testimonies of George Schroeder, A.

L4

E. Middents, and Neal Townsend indicate, declining Btu content of gas can present

15

safety issues for end users. Specifically, the increased potential of carbon monoxide

[6

generation is a serious safety consideration. QGC's foremost concern has been dealing

L7

with important safety issues in the most cost effective manner, but customer safety is

18

the overriding concern.

19
20

Q.

21
22

With respect to the C 0 2 gas processing option, Mr. Hanson raises the issue of the
Porphyry Bench site. Please explain the option and why it wasn't chosen.

A.

On page 20 of his testimony, Mr. Hanson states that the original plant site option on

23

Porphyry Bench should be added to the list of alternatives. This site was examined in detail

24

before rejection. Because it had been designated as a critical wildlife habitat, no new

25

construction could be done in the area from December 1 to April 15. This would have

26

delayed construction b y at least six months. Propane injection would have to b e done

27

through the summer of 1999 to boost the Btu level of the gas to acceptable levels during this

28

interim period. Moreover, propane injection facilities would have to be located away from
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1

the plant site because of the wildlife habitat restrictions, thus further increasing costs. Added

2

expenses at this location would also include road improvement and an additional 6M water

3

line and water pumping stations. All of these factors could easily have added over $3

4

million to the cost of the project. When all factors are considered, the Porphyry Bench site

5

was not a better site than the one ultimately chosen.

6
7

Q.

8
9

Please summarize your analysis regarding the alternatives proposed by Mr. McFadden
and Mr. Hanson.

A.

As is shown by Exhibit 3.1R, the costs of each of these alternatives is greater than

10

the solution chosen by the Company. Moreover, as I've described, each of their alternatives

11

presents operational or timing uncertainties that make them unworkable.

12

13

III. BENEFIT OF C0 2 GAS PROCESSING PLANT

14

Q.

15
16

Mr. Hanson also asserts that downstream pipelines and their customers will benefit
from C0 2 removal. Is this true?

A.

Mr. Hanson lists four pipelines with which QPC is interconnected on its

17

southern system - CIG, Northwest Pipeline, Rocky Mountain, and TransColorado and

18

then discusses how reducing the inerts such as C0 2 would allow a pipeline to move

19

more energy. While he is correct in asserting that "capacity" is gained by removing

20

inerts, he does not demonstrate how nor the extent to which CIG, Northwest Pipeline,

21

Rocky Mountain, or TransColorado will benefit from the C0 2 removal plant. The fact

22

is that the increased capacity these pipelines (or QPC for that matter) would realize

23

from Questar's processing of the coal seam production would be negligible.

24
25

Q.

26

A.

Please explain.
Consider a case in which the gas flowing through a segment of pipeline was

27

entirely from the coal seam production. If one assumes that the gas just meets QPCs

28

tariff specification for total inerts, the gas would probably contain 2.5% C0 2 and 0.5%
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1

nitrogen. The C 0 2 removal plant is designed to reduce the C 0 2 content to 1% so the

2

resulting gas would consist of 1% C 0 2 and 0.5% nitrogen. Reducing the C 0 2 level from

3

2.5% to 1% would increase the heating value of the gas by 1.55% and the "capacity" of

4

the pipeline segment by 1.55% which is not significant.

5
6

Q.

Why is the 1.55% capacity increase not significant to the pipelines connected to QPC?

7

A.

Two reasons. First it assumes that the only gas in the segment of pipeline is

8

from the coal seam production. In fact, the coal seam production would be blended

9

with other gas and the reduction of C 0 2 for the total stream would in fact be much less

L0

than 1.5%.

LI

The second reason is that the predictions of daily flowing capacity on a pipeline

L2

are probably not accurate to within 2%. Many operation factors including location of

L3

the gas supplies and loads, the ambient air temperature, the specific gravity of the gas,

L4

the presence of free liquids, as well as the Btu value of the gas, impact the capacity of

15

the pipeline at any given time.

16
L7

Q.

L8
L9

Did this small amount of increased capacity have any bearing on Q G C ' s decision to
u s e C 0 2 gas processing?

A.

No. None whatsoever.

10
11

Q.

12
13

Mr. Hanson also contends that removing the C 0 2 would help the pipeline facilities last
longer. Is this true?

A.

Mr. Hanson asserts that C 0 2 in the gas stream combines with water vapor and causes

14

corrosion in the pipeline. This is true if the levels of C 0 2 and water are high. Gas in the

15

transmission system is dehydrated to meet Questar's water content specifications of not more

16

than 5 lbs/MMscf.

11

saturated with water vapor and free water could be present. When gas meets the typical

18

pipeline tariff specifications for inerts and water content, there is no noticeable effect of the

C 0 2 is more of an issue in a gathering situation where the gas is
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1

corrosion in the pipelines. QPC has lines that have been in service for many years with the

2

existing quality specifications. Therefore, there is no reason to assert that lowering the C0 2

3

level below 3% would appreciably affect corrosion in pipeline facilities. This factor was

4

not a consideration in QGCs decision to use C02 gas processing.

5
6

Q.

Both Mr. Hanson and Mr. McFadden assert that, because most of the coal seam gas

7

is purchased by customers not on QGCs system, the gas is being "cleaned up" for

8

these non-QGC customers. Is this correct?

9

A.

No, it is not correct on two counts. First, the gas delivered to QGC is not being

10

"cleaned up"; it is of pipeline quality. It complies in all respects with QPCs tariff

11

quality specifications. Second, C0 2 removal is only necessary because most of this gas,

12

which is pooled in the interstate pipeline system, will end up in QGCs system, which

13

traditionally has had a unique higher set point for appliances.

14
15

Q.

Is it common for customers to receive the exact gas stream they purchase in the field?

16

A.

No, it is highly uncommon for this to occur. As open access carriers of gas

17

supplies, pipelines have a blended stream of gas in their lines. It would be a very

18

unusual circumstance for a customer to receive the exact composition of gas they put

19

into the system. Pipelines just don't work that way.

20
21

Q.

22
23

Have QGC and its sales customers benefitted from blending of natural gas in the
pipeline system?

A.

Without a doubt. Traditionally, a good deal of the QGC-owned production has

24

flowed from the far eastern end of the QPC system. As QPC (then MFS) began to

25

transport gas for parties other than QGC, displacement allowed QPC to deliver gas to

26

a growing QGC load without adding a great deal of new pipeline facilities due to the

27

acquisition of gas supplies closer to the QGC market. As QGCs system continues to

28

grow, there is a great advantage for QGC to have gas sources connected to the QPC
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1

system closer to its major load center whether the gas is made up of the exact same

2

molecules it purchased or not.

3
4

Q.

5
6

Does the gas produced or purchased by QGC always met the quality specifications of
the pipelines to which QPC is interconnected?

A.

No. The hydrocarbon dew point of much of the gas delivered from the

7

Company-owned production cannot meet the hydrocarbon dew point specification of

8

several of the pipelines including Northwest Pipeline and Kern River.

9
10

Q.

11
12

Has QPC required QGC to process its gas to meet these hydrocarbon dew pont
specifications?

A.

No. QPC has worked to operate its system in a manner to allow the gas to be

13

delivered without being processed. This is accomplished by mechanically cleaning the

14

lines and blending the gas in the system.

15
16

Q.

17
18

If the Division and Committee's interpretation of QPC Tariff Section 13.5 were correct,
what impact could it have on QGC?

A.

Since certain volumes of gas purchased and produced by QGC do not meet QPC

19

tariff standards, transportation of this gas could be at risk. Any other QPC customers

20

could use that interpretation of the QPC tariff to force such gas off the QPC system.

21

If this happens, QGC would have to pay the costs of "cleaning up" this gas or acquire

22

other gas supply. QGC's costs would increase as a result and ultimately its customers'

23

rates.

24
25

Q.

Have any of the issues or arguments raised by the Division and Committee caused you

26

to rethink or alter the decision to use C0 2 gas processing to allow the coal seam gas

27

to be used by QGC customers?

28

A.

No. I remain convinced that QGC made a prudent decision that will allow us
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1

the operational control, with respect to the coal seam gas, to provide the needed

2

transition period for QGC customers to have their appliances checked and adjusted.

3
4

Q.

5

A.

Does this conclude your testimony?
Yes.
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FOR QUESTAR GAS COMPANY
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Please state your name and address.
My name is John P. Snider. My business address is 1202 E. Arapaho Road,
Suite 105, Richardson, Texas 75081.

By whom are you employed and in what capacity?
I am employed as a Senior Consultant by Grimm Engineering, Inc. My
education and employment history are attached as Exhibit 4.1.

Please describe your particular expertise for purposes of this case.
During my tenure at Delhi Gas Pipeline Corp., I was responsible for the
operations and gas control of large pipeline systems that delivered gas to end users
while managing various nitrogen, sulfur and carbon dioxide quality specification
problems through gas treating and blending. I have managed the engineering and
construction of six gas plants including three treating plants and have experience in
specifying gas fired equipment for varying fuel compositions. I have managed the
business development efforts of three corporations in the midstream natural gas
business and am knowledgeable regarding the costs and economics of pipelines, gas
treating equipment and gas liquids facilities.

What is the purpose of your testimony in this proceeding?
I will provide my opinion and evaluation of the changing composition of gas
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1

supplies available to Questar Gas. I will provide an opinion of the analysis of the

2

available alternatives to deal with the changing gas composition. I will provide an

3

opinion of the appropriate scope and design of a carbon dioxide removal plant. I will

4

explain the costs one should expect in constructing a carbon dioxide removal plant and

5

the costs one should expect in operating the plant. I will provide an assessment of the

6

specific plant design being utilized. Lastly I will provide an opinion about the use of an

7

affiliate versus a non-affiliated company to provide the carbon dioxide removal.

8
9

Q.

10
11

Do you agree with Mr. Schroeder's opinion about the problems associated with the
changing composition of the gas on Questar Gas' system?

A.

Yes. The use of different composition gases in appliances can be accomplished

12

safely and efficiently only if such appliances are properly set for the gas being

13

combusted. As the composition of the gas changes, the flow characteristics of the gas

14

in the appliance fuel system changes as well as the heating value and flammability. The

15

installers, general contractors, and customers have, in the past, been provided best

16

practices instructions from Questar regarding the proper appliance settings and

17

adjustments. If one introduces a different gas into an appliance, the operation of such

18

appliance will fall into one of three categories. Incomplete combustion may occur

19

which will result in high CO emissions and inefficient fuel consumption. Good

20

combustion may occur if the new gas proves to be interchangeable with the original gas

21

for which the appliance was set. Finally, liftoff may occur which will result in the flame

22

leaving the burner tip and extinguishing, resulting in unsafe operations.

23

The composition of gas delivered to Questar Gas has changed in recent years

24

because the composition of the gas being produced into the pipelines has changed.

25

Advances in several areas have brought new and different supplies into production in

26

the region. The discovery and development of the Overthrust Trend, the construction

27

and viable operation of gas liquids extraction plants, the use of Nitrogen in oil

28

production enhancement projects and most recently the discovery and successful
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development of Coal Seam Gas have all brought into Questar's system new and
different gas supplies. The type of gas supplies upon which Questar originally relied are
a smaller fraction of the total supply each year as new technologies and processes allow
new regional developments.

Q.
A.

Do you agree that the coal seam gas presents a problem for Questar Gas' system?
Yes. Coal Seam Gas has a composition that is significantly different from the
historical regional gas supplies as it has a composition with a heating value of
approximately 984 Btu/scf, a specific gravity of 0.58, and most importantly a Liftoff
Index of 1.08. These numbers agree with those presented by Mr. George Schroeder
and agree with the calculations made by the American Gas Association Research. A
Liftoff Index of no greater than 1.05 is generally accepted as the criteria to use when
determining gas interchangeability. In conclusion, the development of the Coal Seam
Gas as a new regional supply, and such gas supply's composition will make Questar's
gas supply non-interchangeable with the current appliance set points.

Q.

Do you believe the Company has studied the correct range of alternatives to address
this issue?

A.

Yes. To address the alternatives it is important to recognize that the changing
composition is the result of the development of new and different gas production, which
is beyond the control of Questar or its customers.

The new Coal Seam Gas

development is growing in its size of gas volumes being produced and is growing in its
geographic extent. The overall trend in gas compositions throughout the region
requires one to conclude that the best long-term alternative is to re-orifice the
appliances.

Other alternatives to be explored are new pipelines to bring in

interchangeable gas, propane injection to condition the Coal Seam Production gas, and
treating plants to remove inerts from the Coal Seam Production gas. All of these were
studied by Questar Gas.
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Do you agree with Questar Gas' conclusion that an eflbrt to reset the appliances is not
a viable short-term solution?

A

Based upon the fact that there are approximately 620,000 Utah customers who

4

appliances would require resetting, and based upon the resetting results at Emery

5

County where 6500 man hours were required to reset 2,600 customers, a general re-

6

orificing effort would require at least 1.6 million man hours to complete. Assuming a

7

team of 200 technicians could be located and dedicated to the task they would need a

8

time period of 4 years to complete the project.

9

characteristics are changing much more rapidly. Based on the production forecast and

10

the projected required deliveries at the Payson Gate, the gas supply will be non-

11

interchangeable by the summer of 1999. An additional consideration would be to

12

segregate the distribution system and only reset the appliances served by the Payson

13

Gate. However, such a partial reset option is not recommended as it would invariably

14

result in less reliable service to the customers due to system segregation, would be

15

costly, and would not be ready by the summer of 1999 in any event.

Unfortunately, the gas supply

16
17

Q.

18

A.

Do you agree that the pipeline alternatives are not the best solution?
Yes. The alternatives of constructing new pipelines to bring in interchangeable

19

gas have a major flaw. A new pipeline won't address the entire problem since QGC's

20

supply is regional, and all of the region's interstates pipelines serve regional supplies,

21

including Coal Seam Gas. The interstate pipelines' supplies are all changing due to

22

such new Coal Seam Gas production. The new gas compositions we see from the Coal

23

Seam Gas meet the quality requirements for all regional interstate pipelines as they all

24

have very similar quality specifications in their respective tariffs, but the Coal Seam Gas

25

does not meet the requirements of interchangeability with the appliances as set in the

26

QGC service area. Therefore the option of bringing in gas through a new pipeline from

27

other interchangeable supplies is not recommended as Coal Seam Gas will be shipped

28

on the area interstate pipelines as the trend develops regardless of what pipelines are
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1

built. I have also examined the cost estimates for the pipeline alternatives of paralleling

2

the QPC main pipelines, extending QPC to Kern River's system, and constructing a

3

pipeline from Payson Gate to Porters Lane Gate. All of Questar Gas' calculations are

4

reasonable in their estimated cost and design, but none are less costly options than

5

carbon dioxide processing and all suffer the problem I have just discussed.

6
7

Q.

8

A.

Do you agree that propane injection is not the best short-term solution?
Yes. Based upon my calculations, utilizing the production forecast and the

9

projected required deliveries at the Payson Gate, the propane injection option will

10

result in initial capital expenditures in the $5 million range with annual operating costs

11

of $26 million in 2000 and escalating thereafter until the long-term re-orificing project

12

is complete. Another liability associated with the propane injection alternative is that

13

the above figures assume a propane cost of approximately $0.33 per gallon which as

14

history has proven is a commodity with great price volatility. I believe the propane cost

15

assumption likely understates the actual cost of this alternative. Lastly, it is my concern

16

as to whether such huge supplies of propane (120,000 gal/dy) would be available on a

17

routine basis. Additionally, an alternative to lay a NGL pipeline from MAPCO to an

18

injection station was explored but is not recommended as the composition of the liquids

19

is not compatible with injection.

20
21

Q.

22

A.

Do you agree with the selected carbon dioxide removal option?
Yes. The remaining alternatives to solve the solution until appliances can be re-

23

orificed involve inert gas removal from the coal seam gas. One must consider either

24

carbon dioxide removal or nitrogen removal. The nitrogen content is generally 0.5 to

25

1.0% of the coal seam gas and the carbon dioxide content is generally 2 to 5%. In my

26

experience, the cost of nitrogen removal averages well over $0.30 per Mcf and as

27

nitrogen represents a minor fraction of the gas composition, the selection of carbon

28

dioxide removal is the best alternative.
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1
2

Q.

3

A.

In your opinion, what should be the basis for a carbon dioxide plant design?
The plant must be designed to remove carbon dioxide from coal seam gas

4

supplies to the extent such coal seam gas is made interchangeable with historic QGC

5

gas supplies. The interchangeability analysis has indicated that it will be necessary to

6

reduce the carbon dioxide content of the coal seam gas to 1%. The reliability of the

7

plant should be considered a significant design criteria based on the proximity and

8

importance of the coal seam gas supplies to the deliveries made to QGC at the Payson

9

Gate.

10

The bulk removal of carbon dioxide from a high-pressure natural gas stream is

11

most economically accomplished by treating the gas with a proven conventional amine

12

treating system that utilizes a Methyldiethanol Amine. The Methyldiethanol Amine

13

process is a proven process that is widely accepted and used throughout the industry as

14

the most economical means of bulk carbon dioxide removal.

15

To maximize the cost effectiveness of the equipment, the nearly complete

16

removal of carbon dioxide from a large fraction of the inlet gas stream should be

17

accomplished and subsequently combined with a smaller bypassed portion to ensure

18

that a 1% outlet specification is maintained.

19
20

Q.

21
22

Have you reviewed the design that QTS is using for the proposed carbon dioxide
removal service?

A.

Yes. The plant design is defined by T.H. Russell's agreement to supply a plant

23

capable of treating 140MMcfd and has made a performance guarantee to 0.5% carbon

24

dioxide which would allow bypassing 35MMcfd to combine into a stream of 175MMcfd

25

at 1% carbon dioxide.

26

In Exhibit 4.2 I have summarized a detailed review of the specific equipment

27

design provided by T.H. Russell. I conclude after reviewing the carbon dioxide

28

removal requirements and the plant design provided by T.H. Russell, that the plant

Prepared Testimony of
John P. Snider

Docket No. 98-057-12
Page 7 of 11

should accomplish such carbon dioxide removal to the required level in an efficient
manner with a high degree of reliability.

Q.
A.

Should QTS build one centralized plant rather than multiple plants?
Yes. The cost of building and operating a single large centralized carbon dioxide
removal plant to serve the coal seam gas produced in the Price, Utah area would be
significantly less than the cost of building and operating multiple smaller plants.
The plant should be sized to be large enough to enable continued delivery of
interchangeable gas to QPCs Payson city gate for a reasonable period of time and yet
also achieve good utilization of the equipment. Based on the past production history
of the coal seam gas in the area and the projected production profile provided by a
significant area producer, River Gas Company, it is reasonable to set the plant design
volume at 175MMcfd.
An inlet gas composition of 3% is recommended based upon a combination of
two factors: First, the QPC tariff requires specifications of no greater than 3% carbon
dioxide, 5 lb/MMcf H20, and 950 Btu/cf. The producers of such gas are required to
meet such gas quality specifications prior to delivery into QPC. Second, typical coal
seam gas being produced in the area begins at carbon dioxide concentrations of
approximately 2% with such concentrations increasing over time. An outlet gas
composition of 1% carbon dioxide is required to ensure the coal seam gas is within a
AG A Liftoff Index of 1.05 in reference to the Base gas. It should be noted that as a
result of treating the gas, water removal to the QPC specification of 51b/MMcf will be
required.

Q.

In your experience, what factors should be considered in selecting a supplier to provide
the plant equipment?

A.

In my experience of building such plants, the important issues to be considered
in selecting who should supply equipment and how that equipment should be supplied
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are:

1

One supplier should be selected to be responsible for all engineering

2

procurement and construction of skid mounted process units.

3
4

The supplier must have a reputable engineering staff.

5

The supplier must have the appropriate experience and a good reputation on
similar projects.

6

The supplier must have a high quality fabrication facility that utilizes state-of-

7

the-art procedures and codes.

8
9

The supplier must be willing to provide the equipment including performance

10

guarantees, delivery schedules, and start-up assistance for a cost competitive with

11

similar suppliers.
The equipment should be constructed on large structural steel skids to minimize

12

the amount of piping and instrumentation work to be completed at the plant site.

13
14
15
16

Q.
A.

What is your opinion of Questar Transportation's decision to utilize T. H. Russell?
T. H. Russell is one of only a handful of suppliers that can meet the
requirements I just enumerated.

17
18
19

Q.

20

A.

Do you have an opinion about the costs to construct the plant?
1 have performed a cost estimate based on historical construction cost data

21

concerning the construction of similar gas treating plants and the specific requirements

22

regarding this carbon dioxide removal project and can conclude that the cost expected

23

to construct such a plant near Price, Utah would total approximately $18 million as

24

detailed on Exhibit 4.3.

25
26

Q.

bid?

27
28

How does your estimated cost to construct such plant compare with the T.H. Russell

A.

It is my opinion that the T.H. Russell's cost of the facility is competitive and
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probably lower than one would expect from comparable suppliers. The T.H. Russell
bid totals approximately $7.2 million. This does not include field construction of
approximately $4.1 million bringing the total to $11.3 million which is below my
estimated cost of $11.6 million. The permitting, inspection, start-up, insurance, site,
road, electrical substation and contingencies add another $6.4 million of costs not
associated with the T.H. Russell supplied equipment or the cost estimate performed for
comparison.

Q.
A.

Have you estimated the operation and maintenance costs?
I have performed a cost estimate of the expenses that would be incurred in
operating the plant as specified, which totals approximately $2.77 million annually as
described in Questar Gas No. Exhibit 4.4.

Q.

Do you believe that QGC could have received a comparable carbon dioxide removal
service if they had used a non-affiliated party?

A.

In order to consider a corporate entity that is not a Questar affiliated company
constructing and operating the carbon dioxide Removal Project some consideration
must be given as to what qualifications such non-affiliate must possess. The nonaffiliate would have to be credit-worthy and financially capable of the capital
requirements and liability requirements involved with a large scale gas treating plant.
The non-affiliate would have to be willing invest in a gas treating project with the cost
of service styled fee structure and corresponding rate of return utilized. The nonaffiliate would have to be willing to enter into the type of service agreement Questar
Gas requires. And lastly, but most importantly the non-affiliate would have to be
experienced in and capable of operating gas treating facilities with the high levels of
reliability that is required to ensure minimum interruptions in gas deliveries or gas
quality at Payson Gate and Indianola.
There are not many companies that qualify and, in my opinion, they would not
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1

be interested on the cost of service formula contained in the QTS-QGC contract. The

2

principle reason is the very low return on equity that is embedded in the contract which

3

references QGC's regulated return on equity. I am informed that this is presently in

4

the 11.50% range. In my experience, this is well below the returns or hurdle rates that

5

midstream processors demand. A second major drawback for a non-affiliate is the

6

provision of the contract which credits any processing done for third parties back to

7

QGC. This eliminates any opportunity to increase the return by engaging any third

8

party transactions.

9

In my experience in the midstream natural gas business there are only three

10

reasons, that a midstream company might consider an investment with as low a rate of

11

return offered here.

12

Vertically integrated business value is the first reason to consider. That is if the

13

non-affiliate had assets either upstream or downstream of the plant whose value would

14

be enhanced by the volumes treated at the carbon dioxide removal plant. In this

15

particular case I see no one whose assets are improved with the exception of QGC.

16

Value appreciation would be the second reason to consider. That is, if at some

17

point in the future the plant would appreciate in value and be strategic in its position

18

as to be able to reward the owner with a significant gain when sold. The problem with

19

value appreciation is the question as to when the gain on the sale of the plant would

20

occur. Obviously such sale and resulting gain must occur at some point near the

21

expiration of the Questar treating contract, otherwise the value would be at the Questar

22

Gas regulated rate of return levels. If the contract expires in ten years, who is to say

23

that the reorificing program would not be complete, thus eliminating any salvage value?

24

Secondary business opportunity is the third reason to consider, namely at the

25

point the plant has capacity in excess of that required by Questar, the non-affiliate is

26

then free to contract that excess capacity to others for a more attractive margin than the

27

QGC rate of return. The difficulty with the secondary business value is that by virtue

28

of the cost of service crediting mechanism all of the benefit of the secondary business
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is credited to Questar Gas and therefore its customers.

2

In conclusion, it is my opinion that qualified non-affiliates will not be interested

3

in this type of investment without more favorable economic terms. Moreover, when

4

reliability is of such overriding importance as is the case here, the only practical way to

5

ensure it is when the carbon dioxide extraction is performed by the LDC itself or an

6

affiliate.

7
8

Q.

9

A.

10

11

Does this conclude your testimony?

D97-167\SNIDER.TM

Yes, it does.
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The required MDEA circulation rate is confirmed to be approximately 600 Gal/min which agrees
with the THR proposal. The design uses a 0.4 mole C02/mole MDEA loading at a 40% solution
which is a somewhat conservative design, however, it is my opinion that no excess capacity will
result from the design.
The amine Reboiler E-1202 is the heart of the regeneration system and therefor can ultimately
limit the plant's ability to treat gas. The unit being supplied is a 42.2MMBtu/hr unit which
should be adequate for a 600 gal/mm system. The amine HMO heater linked to the reboiler is
rated at 46.4 MMBtu/hr which provides a reasonable 10% cushion for heat losses.
The design includes a special heat exchanger E-1203 and controls to manage amine contactor
temperature profile correctly due to the wide variation in temperatures on the inlet gas(108F to
4 IF).
The Gas Contactor is expected to have sufficient diameter (90") and number of trays (20) to
handle the variations in operating pressures.
The Tri-ethylene glycol circulation rate of 50 GPM has been calculated to be sufficient to ensure
the outlet gas meets the 51b per MMcf specification.
The ambient design conditions utilized in the design package should provide adequate design.
The turndown ratios specified in the design package proposal are somewhat lower than ideal and
may cause for less efficient operations below 70MMcfd plant inlet volume.
The Amine Flash Tank V-1405(84,\\32,) has 10 minutes of residence time at 2/3 full which
should prove to be sufficient with the given gas composition.
The amine contactor overhead scrubber V-1403 is a separate vessel, a preferred configuration
which allows the scrubbed liquid to drain to the amine flash tank V-1405 and therefor be reused.
The Amine/Amine heat exchangers El200 & El201 are a plate and frame type that may foul
especially in services with paniculate matter. Shell and tube type heat exchangers are the
alternate method but are worse in other respects.
The still diameter of 84" and 22 trays is appropriate for the design circulation rate.
The Amine Charcoal Filter F-1410 is designed for a 15% slip-stream of the lean amine which
should prove to be very acceptable in this coal seam gas treating application.
The use of Ingersoll Rand horizontal multistage centrifugal pumps for Amine Circulation Pumps
PI 605 & PI 606 is the best method of amine solution pumps available.
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The heating oil system appears to be of sound design and selection. The selection of Thenninol
59 as a well suited yet inexpensive heating medium is appropriate.
Glycol unit gas contactor T-1521 (72"x32' 3 theoretical trays) should prove to be adequate at
HOMMcfd. The TEG dehydration regeneration unit is of excellent design and should operate
without trouble.
The Panametrics dewpoint analyzer should prove to be sufficient.
The DCS system is specified to be a Rosemont DeltaV DCS and is to be Y2K compliant. The
remote mounted I/O modules are to be sealed/and purged from the environment. The UPS
system is designed to hold the DCS active 30-40 min which should prove very adequate. An
emergency generator is to be purchased to provide power lighting and emergency propane
injection equipment only.
The use of Daniels dual chamber meter runs is a prudent decision. Electronic flow meters will
collect and utilize the data.
The vendors utilized as specified in THR's proposal dated 612119% are acceptable.
The corrosion allowances specified in THR's proposal dated 6/27/98 are acceptable.
The type and design of plant air system specified specified in THR's proposal dated 6/27/98 is
acceptable.
The Plant design has had a Process Safety Management Hazop review performed in which the
operability and safety concerns were identified and corrected.
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Construction Cost Estimate
I.

A 600 Gallon per minute MDEA plant sized for 140MMcfd
Based on experience of 250 Gal per minute
installed plant costing $6.5 million resized = $11 million.
Based on historical graph of amine plant costs
and indexing for inflation=$6.7miUion plus auxillancs $3.5 million =$10.2 million.

Average=$10.6 milbon plus location addinonal costs of $1 milhon=

$11.6 million

II.

Permitting

$0.5 million

III.

Start-up chemicals, parts, and supplies

$0.6 million

IV.

Buildings (3, one for process)

$0.8 milbon

V.

Insurance, Site, Utilities, Road (clecncal 0.3)

$0.8 million

VI

Engineering and lnspecnon (9 months. 5 people @ 750/dy)

$1.0 million

VII

Sales Tax @ 6% of equipment

$0.6 million

VIII

Stan-up Operations Team (3 months. 10 people @ $350/dy)

$0.3 million

VIII

Contingency (a 10%

$1.8 million

Total Estimated Cost, Installed

$18.0 million
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Estimated Operating Expenses
Field Operations
Salary & Wages
Benefits & Taxes
Office & Communications
Vehicles

$450,000
$100,000
$30,000
$10,000

Dehydration Chemicals
Treating Chemicals
Electricity

$20,000
$ 150,000
$ 250,000

Supplies
Contract Labor
Contract Maintenance
Fuel 1750Mcfd@$ 1.83
Insurance
Sub Total

8 hourly 2 supervisory

@$0.035/kwhr

$ 100,000
$ 40,000
$ 120,000
$1,200,000
$ 100.000
$2,570,000

Administrative

$ 200,000

Total Operating Expenses

$2,770,000

Interest Expense is at 8%
Depreciation is 10 years straight line with 15% Salvage value in the 10th year
State and Fed Income taxes are estimated at 34%
Ad Valorem Taxes

$ 100,000
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Q.

Please state your name and business address.

A.

My name is Branko Terzic. My business address is 144 Oakridge, Unionville, CT
06085.

Q.
A.

Q.
A.

By whom are you employed and in what capacity?
I am an independent consultant.

What is the purpose of your testimony in this proceeding?
I will address the testimony filed by witnesses McFadden and Hanson with respect
to the issues they raise concerning the regulation of the Questar Pipeline Company ("QPC")
by the Federal Energy Regulatory Commission ("FERC").

I will discuss certain

misconceptions these witnesses have concerning actions available to QPC as a FERC
regulated interstate pipeline.

Q.
A.

Please describe your qualifications to testify in this proceeding.
I have about 30 years of experience in regulated industries, including the natural gas
industry. During the past 30 years I have served as both a state and federal regulator, as a
consultant, and as the CEO of a natural gas distribution company. I was a Commissioner of
the Wisconsin Public Service Commission for six years and a Commissioner of the Federal
Energy Regulatory Commission from 1990-1993. During my tenure at the FERC we passed
Order 636 which caused a major restructuring of the natural gas industry. Attached as
Exhibit 5.1R is a summary of my qualifications and experience.
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2
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Why is it important for the this Commission to understand the role of the FERC with
respect to QPC?

A.

Perhaps this can best be illustrated by turning to Mr. McFadden's testimony on p. 18.

4

Mr. McFadden testifies that QPC had four options when approached by River Gas and

5

Texaco to transport coal seam gas. He fails to explain that three of these options could not

6

have been applied unilaterally by QPC, and three options involve ideas that are subject to

7

FERC regulation, not the Utah PSC's regulation. Similar issues have been raised by Mr.

8

Hanson in his testimony.

9
0

Q.

1

A.

What were the four options presented in Mr. McFadden's testimony (P 18)?
Mr. McFadden suggested that QPC could 1) decline to transport the coal seam gas;

2

2) require Questar Gas to adjust and re-orifice all gas appliances expeditiously; 3) adjust or

3

modify Questar Pipeline's gas quality standards; or 4) blend the coal seam gas with other

4

higher BTU gas.

5
6

Q.

7

A.

Do you agree that QPC could simply have implemented all four of these options?
No. Two of the options require action by the FERC which regulates QPC, and a third

8

would be subject to FERC review if it affected services to any shipper or required new

9

facilities. The options asserted by Mr. McFadden of "declining to transport" and "changing

0

gas quality standards" would require prior FERC approval and involve an FERC proceeding.

1

With respect to the third option "require Questar Gas to adjust and reorifice its gas

2

appliances," no interstate pipeline has the authority to order an LDC or it's customers to

3

modify facilities behind it's city gate. The last option involving blending could be

4

implemented operationally without prior FERC approved only to the extent it did not

5

adversely affect any shipper and did not require new facilities. Mr. DeBernardi states that

6

QPC did implement blending within the limits of operational feasibility while still

7

complying with its tariff.

3
9
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Q.

Could QPC have changed it's quality specifications through a tariff filing at the FERC?

A.

Any pipeline can propose to modify it's existing tariffs, including quality
specifications, but pipelines cannot change quality specifications without prior FERC
approval.

Q.
A.

How would the FERC review such a request for a tariff change?
After receiving the filing the FERC would issue a public notice inviting interested
persons to intervene and protest or comment on the filing. Following interventions, the
FERC may hold technical conferences or hearings. In any case, whether or not anyone has
protested, the FERC staff would critically review the filing and could recommend that the
FERC reject the filing as not being consistent with FERCs regulations and policies.

Q.

Who would typically intervene in an FERC gas pipeline proceeding involving either
changes in quality specifications or restrictions on access to gas transportation?

A.

Proceedings involving changes to quality specifications for gas receipts and deliveries
typically attract interventions from a broad range of parties. These parties could include
marketers, local distribution gas companies, end users, producers, brokers, other interstate
pipelines, state regulators, public interest organizations, gas processors, gathering systems
operators and intrastate pipelines.

Q.

In the case of a proposal to restrict a pipeline's receipt of gas supplies either through
"declining to transport" or "changing gas quality standards/9 who would likely be in
opposition?

A.

Clearly, the adversely affected producers (whether shippers or not), and any other
shipper whose access to the pipelines' transportation services would be diminished would
be expected to intervene and protest the change.

Q.
A.

Would an LDC shipper have any special standing before the FERC?
No. LDCs and their state regulators would be permitted to intervene, but neither
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would have any greater standing than any other interested intervener.

Q.
A.

What FERC policies would FERC staff be concerned with?
The FERC's philosophy since the passage of Order 636 has been to insure that a
national competitive market is created for natural gas. FERC's policies are designed to have
interstate pipelines provide broad and non-discriminatory open access transportation services
throughout the widest geographic areas. FERC policies are aimed at encouraging pipeline
inter-connections, connecting more customers to more production areas and allowing diverse
sources of gas from different geographies and geologies to compete. FERC recognizes the
interests of sellers and buyers, producers and consumers in implementing its open access
transportation policies.

Q.

Witnesses Hanson and McFadden seem to suggest that QPC could simply have refused
to transport coal seam gas on its system. Do you agree?

A.

No. Any shipper's gas supply which meets a pipeline's filed tariff, including its gas
quality specifications, must be accorded non discriminatory open access to the pipelines gas
transportation services under FERC regulations.
An interstate pipeline that offers transportation service on a firm basis under
subpart B or G of this part must provide each service on a basis that is equal
in quality for all gas supplies transported under that service, whether
purchased from the pipeline or another seller. (18 C.F.R. Ch. 284.8(b)(2).)
Thus any gas supply, including in this case coal seam gas, which meets the pipeline's tariff
requirements must be transported by QPC.

Q.
A.

Could a pipeline refuse to transport for one shipper at the request of another?
No. Again, all shippers whose gas meets the pipeline's FERC filed tariff must be
given non-disenminatory access. The pipeline must treat all shippers equally under the terms
of it's tariffs. FERC's policy to have the largest number of suppliers accessing the greatest
number of customers would be frustrated by the ability of individual shippers to block access
to the supply of other shippers. A pipeline cannot selectively enforce it's filed tariff for the
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benefit of any shipper or group of shippers.

Q.

What would be the regulatory result if QPC had denied transportation services to coal
seam gas shippers at the request or demand of QGC?

A.

Denying coal seam producers the right to deliver their gas into QPC's pipeline would
have had the effect of discriminating against one group of shippers to benefit another shipper,
in this case to benefit an affiliate of the pipeline. The aggrieved shippers would have
complained and exposed QPC to civil penalties or worse, for violation of its filed tariff.

Q.

Both witnesses Hanson and McFadden point to section 13.5 of QPC's tariff as authority
for QPC to refuse to transport coal seam gas. Do you believe that QPC could have used
Section 13.5 to deny transportation of the coal seam gas?

A.

No. Interpreting 13.5 as these witnesses suggest would result in the ability of the
pipeline to deny transportation to one shipper at the sole request of another shipper. As I
have just explained, this would be contrary to FERC policy. This interpretation would allow
each individual customer's quality standards to preempt the pipeline's filed quality standards
which were approved by the FERC. Such an interpretation would work to restrict the
availability of gas across the interstate market and would be directly at odds with established
policies. Transportation of gas between any points could be disrupted by any shipper's
declaring that it demands higher quality gas than FERC had approved for pipeline
transportation. A shipper would have no way to know if his supply would be curtailed by
the indeterminate application of an unspecified, and non-tariffed standard on the pipeline
imposed by another customer. The disruption to the system could be significant. The reason
tariffs and standards are promulgated and available to all shippers is to enable the market to
work efficiently, bringing the benefits of increased utilization of the pipeline network and
full competition among supply sources. The customer-veto notion proposed by Mr.
McFadden would be totally inconsistent with the principal of uniform federal regulation of
interstate transportation.
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Both witnesses Hanson and McFadden suggest that QPC could have reduced the
tariffs maximum C02 content for QGC's benefit. Could QPC simply have changed
its tariff?

A.

No. QPC would have had to file under the Natural Gas Act to modify it's tariff to
effect such a change. QPC would have had the burden of proving that the proposed change
was both "just and reasonable" and "not unduly discriminatory or preferential." As this
request would have been made solely for the benefit of QPC's affiliate, QGC, the
"preferential" standard would surely have been invoked by the other affected parties.

Q.

Do you have an opinion as to what factors the FERC would have considered in
reviewing such a proposal?

A.

Yes. As I indicated previously the FERC has advanced policies which support the
creation and expansion of the nationally interconnected pipeline grid and expansion of
available supplies. The proposal by the consumer advocates for QPC to reduce the maximum
C0 2 levels is not an action which would improve deliverability in interstate markets. The
only argument made by Messrs. McFadden and Hanson for such an action is to benefit a
panicuiar customer of QPC. The FERC would consider that such a proposal would shift the
economic burden of complying with QGC's unique quality requirements from QGC to the
producers whose gas had previously satisfied QPC's tariffed standards.

Q.

The witnesses cite two cases (Transwestern and Northwest) as examples where FERC
has modified a pipeline's C02 standard to support their argument that the FERC
would favorably act on such a proposal. Do you agree with this line of reasoning?

A.

No. The key difference between these'two cases and QGC's situation is that the
resulting orders in these cases had the affect of increasing the ability of the subject pipelines
to move gas in interstate commerce. Conversely, the consumer witnesses have not shown
that in QPC's case there is any problem in moving gas between pipeline systems.
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Are there any cases where the FERC has rejected a proposed change in quality
specifications?

A

In what I believe is a similar case, the FERC rejected a change in quality standards
(Williams Natural Gas Co., 80 FERC H 61,073 (1997)). In this case, Williams proposed to
reduce the maximum nitrogen level, citing the fact that three interconnected pipelines had
lower nitrogen standards. The FERC rejected the proposal and found that the existing
standard did not impede Williams from delivering gas to interconnected pipelines. There was
no evidence that the interconnected pipelines would not continue to accept WNG's gas. In
its order, the FERC contrasted the WNG case with the Transwestern and Northwest
proceedings, where connecting interstate pipelines had refused deliveries. All three cases
advanced the principle of increasing connectivity between interstate pipelines as opposed to
restricting the flow of gas.

Q.

Do you think FERC would be completely unsympathetic to QGC's gas quality
problem?

A.

No, the FERC would not be unsympathetic. For example, in a case involving
Colorado Interstate Gas, the FERC addressed a similar problem (Colorado Interstate Gas Co.
83 FERC H 61,089 (1998) and RP98-113, Letter Order 9-29-98). In that case, LDC customers
on a particular lateral required gas with a relatively low BTU content. The FERC approved
the provision of a special low BTU service to these customers. However, the FERC order
allowed CIG to provide the service with a surcharge to cover the additional costs incurred
by CIG to meet the needs of these customers. This surcharge included the cost of incremental
facilities installed by CIG. The parallel would be that QPC could have applied to the FERC
to provide a "high BTU" service to QGC but the costs of the incremental facilities would
have been reflected only in QGC's rates and not in the rates charged to other customers.

Q.

In your opinion, do you believe the FERC would have approved an application by QPC
to lower its CO: specification?

A.

Not as suggested by the witnesses for the Division and Committee. As I explained,
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the other shippers and interested parties would certainly protest the change because of the
limits the change would impose on the flow of gas into the interstate system. Since no one
has alleged that QPC is having any difficulty moving gas to other interstate pipelines, the
case it is not like the Northwest or Transwestem situations. Unless there was some proposal
to reflect the costs of such a request on the customer for whose benefit it was proposed, I
believe the FERC would not allow the change.

Q.

Do you have an opinion as to how long it would take the FERC to process a case
involving a change to QPC's pipeline quality specifications?

A.

In my opinion, a request to change QPC's tariff with the resulting anticipated impact
on other shippers would clearly be a contested case with requirements for either technical
conferences or a hearing. It is difficult to estimate the time to issuance of an Order, except
to say that most federal proceeding are both lengthy and expensive. There is certainly an
opportunity cost associated with waiting for a decision out of the FERC and the possible
ensuing appeals by the losing parties.

Q.

What is your opinion of Mr. McFadden's proposal (Page 14) that QPC "require the
shippers to pay for constructing a separate pipeline to transport the gas on a forward
haul basis"?

A.

QPC cannot simply build a pipeline and it certainly can't require the coal seam
shippers to use it and pay for it. A pipeline needs FERC approval to construct facilities. To
obtain a certificate authorizing construction, QPC would have had to conduct environmental
studies and an open season and then it would file an application demonstrating, among other
things; the purpose, costs, environmental impact, and market support. This presents an even
greater timing concern than a tariff change. Since the affected producers are now delivering
gas which already meets QPC's requirements, it is not clear what market support would be
shown other than QGCs desire to have the gas delivered elsewhere.
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Do you agree with Mr. McFadden's characterization that the coal seam gas entering
QPC's system is "unmerchantable"?

A.

When a source of natural gas meets the quality specifications of a pipeline it is by

4

Webster definition "merchantable" since it is gas that is "appropriate for buying and

5

selling." Obviously the coal seam producers have found buyers for their gas.

6
7

Q.

8

A.

In your opinion, what is the key issue before this Commission?
The real question before this Commission is whether the actions proposed by QGC

9

to address its immediate situation were prudent. QGC, as a state regulated LDC, has

10

proposed a solution to this problem which is within QGC's ability to effect. I believe the

11

testimony of the Division and Committee about the possible actions of QPC does little more

12

than to confuse the issue this Commission must decide. QPC is a FERC regulated pipeline.

13

The Division and Committee seem to ignore this fact and presume that as an affiliate of

14

QGC, QPC can unilaterally take actions or refrain from taking action to solve QGC's

15

problem. In my opinion, the presumptions are totally unrealistic and do not present a valid

16

basis for challenging QGC's chosen course of action. While it is true that QGC and QPC are

17

affiliates, FERC regulations do not allow QPC to take actions in favor of QGC at the expense

18

of other shippers.

19
20

Q.

21

A.

Does that conclude your testimony in this matter?
Yes, it does.
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Pursuant to the schedule established by the Commission on June 23, 1999, in this
proceeding, Questar Gas Company (Questar Gas or the Company) submits its Post-Hearing
Brief.
INTRODUCTION
I. SUMMARY

This case stems from actions taken by Questar Gas Company to solve a serious safety
problem that faced its gas distribution system and the opposition of the Division of Public
Utilities (Division) and Committee of Consumer Services (Committee) to the Company's
request for approval of the related gas processing agreement and the inclusion of the associated
costs in Account 191 of the Uniform System of Accounts.1 Specifically, these agencies have
challenged the prudence of the Company's decision to enter into the contract as well as the
proposal to recover the costs through the 191 Account.2
Pursuant to Utah Admin. Code § R746-320-2.B, Questar Gas has an absolute and
continuing obligation to ensure that the natural gas sold to its customers has a heat value that

l

Formal entry of C02 processing costs is in Account 813. This is one of the accounts included
in Account 191, which has also been referred to as the gas balancing account (GBA).
Notwithstanding some protestations from the Division (e.g., Tr. 308-09; 3 84; 417-18) that this
is not really a prudence case, the witnesses they have sponsored and the arguments they have set forth
belie such a claim. All the parties have conducted themselves as in a prudence proceeding.

is compatible for use in customer appliances. The Company was faced with a substantial
volume of relatively low-Btu coal-seam production that Questar Pipeline Company was required
to receive and transport under the open-access requirements of FERC Order Nos. 436 and 636.
The Company made a well-reasoned decision to process the gas to remove the inert gas carbon
dioxide (C0 2 ) to ensure that the gas will burn safely in customers' appliances.
The Division and Committee have taken the position that other parties could have been
compelled to perform C0 2 processing by either Questar Pipeline changing its quality standards
or refusing to transport the gas. The testimony shows these options to be based on nothing more
than speculation and conjecture. In addition, the Division and Committee raised several facilitybased alternatives, each of which was highly speculative, involved the construction of major
facilities by one or more companies, involved higher costs than the Company's alternative, and
failed to allow the Company the immediate operational control to solve the safety concerns that
C0 2 processing affords. At a time when the solution had to provide a means for implementation
by the summer of 1999, when projected coal-seam production exceeded the Company's
blending capability, none of the alternatives afforded implementation certainty.

Most

importantly, the Company has shown that the Division and Committee's conjectural suggestions
could not have insured customers' safety without the incurrence of higher costs or taking on
unacceptable levels of risk to customer safety. In short, neither the Division nor the Committee
have shown that the Company's actions were imprudent or that their own alternatives were at
all viable.
With respect to recovery of the costs, the Company's 191 Account procedures provide a
legally appropriate and fair method for recovering these gas-processing costs that are necessary

-2-

to insure system safety. Denial of cost recovery, or even delay until the next general rate case,
will result in severe and unjustified financial harm to the Company.
II. BACKGROUND
Historically, Questar Gas has received natural gas containing relatively high amounts of
propane, butane and ethane, which produces a high per-cubic-foot heat content. Because of the
high heat content and specific gravity of the natural gas historically delivered to Questar Gas,
the Company established a Btu set-point for appliances on its distribution system of 1080
Btu/cubic foot (cf), with an operating range of 1020-1150 Btu/cf. This set-point and range were
higher than those in other areas of the country, but matched the supply sources connected to the
system. (QGC Exh. 1.2). However, the Btu content of gas delivered to the Company's system
has declined in recent years, but still within an acceptable operating range. (QGC App., Exh.
1). The Company has taken various actions to maintain the Btu content of gas on its system to
be compatible with the long-established appliance set-point.3 These include working with
Questar Pipeline to mix higher- and lower-Btu gas sources. This required installation of
facilities by Questar Pipeline to accommodate such blending, arranging for higher takes on
Overthrust Pipeline Company through backhaul arrangements, and amending of the Company's
FERC-approved service-area exemption under § 7(f) of the Natural Gas Act. (QGC Exh. 1, at
5.) C0 2 removal is one more element of the overall effort to manage the heat content of system
gas.
Contributing to the lower Btu content of gas delivered to the Company's system is the
emergence of coal-seam gas production, principally in Emery County. This gas contains

3

At the request of Questar Gas, most of these options (including the Overthrust backhaul) were
undertaken by Questar Pipeline at its own expense.
-3-

relatively high levels of C0 2 and, when mixed with methane and other hydrocarbons, produces
lower-Btu gas. From 1993 to the end of 1996, this coal-seam production increased gradually
to about 50,000 Mcf/day. This was easily within the Company's maximum summer blending
limit of 95,000 Mcf/day at the time. (QGC Exh. 1.5R.) In 1998 a sharp increase in successful
exploration produced levels of 110,000 Mcf/day by year end, with projections of 140,000
Mcf/day in 1999 and over 180,000 Mcf/d in 2000. (QGC Exh. 1.6R.4) This gas supply, which
is interconnected to Questar Pipeline's southern system, complies in all respects with Questar
Pipeline's open-access FERC tariff requirements and, therefore, Questar Pipeline must take
delivery and transport the gas. (QGC Exh. 1, at 9.)
Faced with the lower-Btu content of the gas delivered to its system, particularly at the
Payson gate on the Company's southern system, Questar Gas determined that a revision of its
appliance set-point from 1080 to 1020 Btu/cf should be implemented with a new operating
range of 980-1080 Btu/cf, which is consistent with other LDC's nationwide. Questar Gas
notified the Commission, Division and Committee of the need for this change in January 1998.
Effective May 1, 1998, the Commission approved a tariff change to implement the new setpoint. Because immediate inspection and adjustment of customers' appliances ("re-orificing")
to match the new set-point was not only prohibitively expensive but impractical, Questar Gas
determined that a 10-year period was required for an orderly and manageable transition.
At the time of the tariff change, the Division recommended that the Commission approve
the change and acknowledged that C0 2 processing was necessary. (QGC Exh. 1.1R, April 30,
1998, memo from Division to Commission.) Indeed, the 10-year transition period was sup-

exhibits 1.5R and 1.6R are included as Attachments 1 and 2 to this Brief.
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ported by the Division and Committee. To maintain an acceptable level of heat content during
this transition period, Questar Gas contracted with Questar Transportation Services Company
(QTS) as the lowest-cost alternative to remove C0 2 from the coal-seam gas.
ARGUMENT
I. As AN ACTION DICTATED BY SAFETY, FEASIBILITY AND COST
CONSIDERATIONS, QUESTAR'S DECISION TO CONTRACT FOR
C 0 2 PROCESSING W A S REASONABLE AND PRUDENT.

A. The Legal Standard.
A utility management decision is prudent if a utility manager, under the existing
circumstances and with the information available at the time the challenged
decision was made, could reasonably have made the same decision.
The 68-year-old case of Logan City v. Public Utilities Commission continues to provide
guidance on certain aspects of utility regulation: "It is well settled that public commissions
cannot, under the guise of rate regulation, take into their hands the management of utility
properties or unreasonably interfere with the right of management."5 This principle has since
been cited in a variety of Utah cases, including the landmark Utah Dept. of Administrative
Services v. Public Service Commission (the "Wexpro II" Case.), where the Supreme Court
confirmed that the Commission is limited in its ability to impose its management judgment
except where the "policy and consequent expenditure is actuated by bad faith, or involves
dishonesty, wastefulness or gross inefficiency."6

5

296P. 1006, 1008 (Utah 1931).

6

658 P.2d 601, 618 (Utah 1983), quoting Logan City.
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The Commission itself has stated that it "should not substitute its judgment for that of
management in complex utility matters."7 The Commission may, however, disallow costs
where it finds either imprudence or "clear evidence that utility management has put corporate
interest before its duty to ratepayers."8 {Id. at 47-48.) Thus, in order to disallow any part of the
costs of C0 2 processing, the Commission must find that either (1) the Company's management
decision to contract for C0 2 processing was an imprudent decision under the facts and
circumstances at the time the decision was made, or (2) in the process of selecting QTS to
provide C0 2 processing as the solution to the low-Btu problem, Questar Gas acted only in its
corporate interest at the expense of customers. The Company has shown that neither is the case;
rather, the decision to contract for C0 2 processing was a prudent solution to the immediate
problem it faced, and customer safety and cost were the determining factors in entering into the
C0 2 processing contract.
The Division and Committee acknowledge that the legal standard governing the prudence
of a utility management decision in Utah is one of reasonableness in light of information and
circumstances existing at the time of decision making. In other words, was the management
decision reasonable given circumstances and information reasonably available at the time? (Tr.
309, Hanson; QGC Exh. 1R, at 3, Allred Reb.) Because a prudence examination considers
whether the management decision was an objectively reasonable one, such an examination is
concerned only with the information that would have been available to a reasonable utility

''Mountain Fuel Supply Co., Dkt. Nos. 91-057-11 & 91-057-17, Report and Order, slip op. at
47 (UtahP.S.C. Sept. 10, 1993).
Hd at 47-48.
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manager the time the decision was made. This is the standard consistently applied by the
Commission:
In considering whether [the utility's management] decisions were prudent, we are
bound to consider [the utility's] decisions in light of the circumstances which
existed at the time the decisions were made. The decisions must be judged in light
of what [the utility] knew or reasonably should have known. We must consider
that [the utility] was making its decisions prospectively rather than in reliance on
hindsight.
Thus, to demonstrate the prudence of a particular utility management decision, a utility need
only show that a reasonable utility manager, in light of the relevant facts, circumstances and
alternatives that existed at the time, could have chosen the same course of action undertaken by
the utility.9
Importantly, a utility need not demonstrate that every reasonable utility manager would
have made the same decision as the utility. The Commission has directly addressed this issue
and concluded: "Prudence recognizes that reasonable persons can have honest differences of
opinion without one or the other being imprudent."10
B. The Company's Decision to Utilize C0 2 Processing Was Prudent.
The Company has not only met the Commission's standard, but has further demonstrated
the comparative unreasonableness—in terms of safety, cost or time constraints—of each of the
alternative solutions discussed by Division and Committee witnesses. As such, the Company's
action was the best alternative based not only on the facts existing then but even with a
hindsight review.

9

See also New England Power Co., 31 FERC H 61,046 (1985), affdsub nom. Violet v. FERC,
800 F.2d 280 (1st Cir. 1986).
xo

Mountain Fuel Supply Co., Dkt. Nos. 91-057-11 and 91-057-17, Report and Order, slip op.

at 50.
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1. Time constraints. The Division and Committee have implied that Questar Gas should
have recognized earlier that the increase in production of coal-bed gas near its southern system
would cause a problem requiring that action be taken. Some witnesses have suggested that
earlier recognition may have allowed for less expensive solutions. Such speculative testimony
cannot form the basis for a finding to disallow costs.
Indeed, Questar Gas management's recognition was timely. An objective review of the
changes in average heat content of gas from the early 1990s to 1998 demonstrates a very gradual
decline, but certainly within the limits of the Company's long-established operating ranges.
(App. Exh. 1; DPU Exh. 2.3.) Even more significant are QGC Exhibits 1.5R and 1.6R, which
depict a gradual increase of coal-seam production from its inception in 1992 to 1997.
Substantial increases in production did not occur until 1998. Given the gradual nature of the
increase up to 1997, this sudden change made most options (including the regulatory ones)
extremely risky.
The Company's Btu-management solutions were chosen within the context of what was
known and what reasonably should have been known at that time. Under that test, the actions
of the Company were not only well within the prudence umbrella, but, under a fair evaluation
of the testimony in the case, provided the best solution under the existing circumstances..
2. Courses of action and information available. In 1998, when the Btu problem became
apparent, Questar Gas faced two general alternative courses of action. It could (a) attempt to
force or cajole or require through regulatory means the producers and sellers of the coal-seam
gas to solve the problem by reducing the C0 2 content or otherwise increasing the Btu levels,
while Questar Gas waited for the outcome and took no action to address the actual physical
problem on its system, or (b) take direct action to solve the problem.
-8-

Time constraints made these courses of action mutually exclusive. Btu-content levels
would have become unmanageable by mid-1999, and Questar Gas had very little time to draft
specifications, bid out the project, analyze bids, and contract for C0 2 processing. Had Questar
Gas followed the first course and been unsuccessful, customers would still have faced the safety
problem of low-Btu gas, but the Company would have had no time left actually to implement
a solution. Although success at getting other entities to pay to process gas that was already
meeting Questar Pipeline specifications might reduce costs to the Company's customers, its
failure would have left consumers with gas that would not burn safely in their appliances. On
the other hand, if Questar Gas undertook directly to solve the physical problem, the Company
could assure safety and efficiency, but its customers would incur the cost of the solution.
3. The need for immediate action. The Division and Committee do not dispute that,
when the heat content problem became apparent in 1998, Questar Gas needed to take action;
doing nothing was not a prudent option. *x With a responsibility for safe operation of its system,
the Company could not indulge in the various speculation and conjecture that characterized the
testimony of witnesses Hanson, McFadden, Townsend and Olson. To do nothing presented a
serious safety hazard. (QGC Exh. 2, at 9, Schroeder Dir.)
4. The Company *s prudence. No one has challenged the need for reduced C0 2 levels as
a part of the Company's responsibility to manage the gas supply for appropriate Btu levels in
order to meet the safety and reliability needs of customers. Given the Company's ultimate
1

'Hanson acknowledged that "it's probably appropriate to go ahead assuming that there's a
safety problem" (Tr. 322); responding to whether Questar Gas should "hold off taking action to deal
with this problem while we study alternatives," he said, "No, it's probably appropriate not to hold off
taking action." (Tr.346)); McFadden agreed that the Btu decline "may present operational and safety
concerns" (Tr. 432). Both Division and Committee witnesses also agreed that opting to re-orifice utility
customers' appliances was a prudent decision and that such re-orificing required a transition period. (Tr.
373; Exh. CCS-2. at 7-8; Tr. 373, Townsend cross-exam.)
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responsibility to insure that such a working solution was in place within one year, the
Commission must consider whether it was reasonable in 1998 for Questar Gas to implement an
effective, practical solution with assured and comparable cost control or whether, instead,
Questar Gas should have "pushed QPC at the FERC (DPU Exh. 3, at 10, Olson Dir.) or exert
pressure where it had no assurance of the outcome.
The Company's decision to implement gas processing rather than gamble on regulatory
solutions easily withstands Utah's prudence test. As will be reviewed in the next sections, the
regulatory "solutions" advanced by the Division and Committee are rife with speculations as
to outcome and show little chance of success; they were not feasible alternatives. In addition,
The Company's decision to contract for C0 2 processing rather than implement some other
facility-based solution also easily meets the prudence standard; every other proposed facilitybased solution fails in comparative scrutiny on cost, timing and operational-control criteria.
Faced with an immediate customer-safety problem on its southern system, Questar Gas
expeditiously implemented a working solution that had the least cost of any feasible solution
offered in this case. Very simply, Questar Gas "managed" this problem prudently as required
by the Commission's rule.
C.

None of the Alternative Courses of Action Discussed by the Division and Committee
Illustrate Imprudence
The Division and Committee have not submitted evidence that a superior alternative

existed that should have been pursued. Instead, their witnesses have only offered up speculation
on what might have been attempted to shift costs to other parties. No definitive, credible case
has been made for any of the Division's and Committee's proposals to show that the Company's
course of action was not prudent.
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1.

The Regulatory Solutions Proposed by the Division and Committee Were at
Best Long Shots and, Most Probably, Would Have Only Exacerbated the
Problem by Delaying its Ultimate Solution.

Witnesses for the Division and Committee speculated that either Questar Pipeline or
Questar Gas should have made attempts to restrict the flow of gas by various means. The
hypothetical and conjectural suggestions by the Division and Committee witnesses must be
evaluated in the context of the prudence standard.
a. Questar Pipeline tariff revision. Committee witness McFadden suggested that
Questar Pipeline, contrary to its legal and financial interests, could have declined to transport
coal-seam gas (through an interpretation of § 13.5 of its tariff) or applied to the FERC for a
more restrictive gas-quality standard. He made no guarantees about the outcome of these
initiatives, but speculated that either might have solved the Btu problem.
McFadden claimed that Questar Pipeline could have requested a revision of its C0 2
standard from 3% to 2% and guessed that, had that been done in the mid-1990s, "it is possible
there would be no need for additional facilities." (CCS Exh. 2, at 12, emphasis added.) Even
if a reduction to 2% would, according to Mr. McFadden, make Questar Pipeline more comparable to surrounding pipelines, the more reliable and realistic evidence shows that such a
reduction would not eliminate the need for C0 2 processing. (QGC Exh.lR, at 10.)
(i) Information available. Nothing in the mid-1990s, with respect to either the
general heat value or the levels of coal-seam production, warranted a request for a tariff revision
at that time. Questar Pipeline had not experienced any problems delivering gas to other interstate pipelines. On the Company's system, the overall heat value at the Payson Gate and other
receipt points was well within the Company's long-established operating range, and coal-seam
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production in 1995-96 was merely one-fourth of the maximum blending volumes. (QGC Exh.
1.5R, Attachment 1 to this Brief.)
(ii) The time constraints and the likelihood of success. It was not until early 1998
that the Company could reasonably have been expected to know that coal-seam production
would exceed blending limits in the spring and summer of 1999. When the coal-seam problem
became evident in 1998, immediate action was necessary (QGC Exh. 1.6R, Attachment 2), and
Questar Gas management took timely and prudent action. The C0 2 gas-processing solution
required at least one year to research, bid, design and construct to assure safe operations for
customers.
Even if Questar Pipeline were to seek a tariff revision, Questar Gas concluded that such
an application had little or no chance of receiving approval. Questar Gas witness Branko Terzic,
a former FERC Commissioner intimately involved in the open-access movement and Orders
436 and 636, offered a comprehensive analysis of this proposal. (QGC Exh. 5R.) Any such
FERC proceeding would have been subject to intervention and protest and would have, as well,
placed on Questar Pipeline the burden to justify a tariff change to favor a single, affiliated
transporter. {Id at 2-6.) Moreover, a request for a more restrictive gas-quality standard would
be contrary to FERC's policy of advancing and expanding the interstate pipeline grid and
availability of gas supply. {Id. at 6.) In his analysis of FERC cases, including those cited by the
Division and Committee, Mr. Terzic explained that the FERC is very unlikely to approve a tariff
revision that restricts interstate gas flows and only does so when the requested revision is
necessary to facilitate the flow of gas in interstate commerce.12 Mr. McFadden could do no

12

Both cases cited by the Division and Committee witnesses, Transwestern Pipeline Co., 74
(continued...)
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better than say "it is possible" that no further actions would be required if a tariff revision were
to be requested at the FERC. (CCS Exh. 2, at 12.) A utility with over 650,000 customers'
safety at stake didn't have the luxury of seeing if such speculation would produce the necessary
result.
b. Refusal to transport. Mr. Hanson and Mr. McFadden proposed that Questar
Pipeline's § 13.5 FERC tariff provision could have been interpreted to allow Questar Pipeline
to refuse transportation of coal-seam gas. Dr. Olson also claimed Questar Gas could have
pursued this issue which "may have resulted in an agreement" or an FERC finding that
producers should process the gas at their expense. (DPU Exh. 3, at 7.)
There is no doubt that a refusal to transport gas that complied in every respect with
Questar Pipeline's tariff standards would yield vigorous protests and complaints and most likely
result in fines and, perhaps, lawsuits. Shippers would likely seek injunctive relief and civil
penalties. (QGC Exh. 5R, at 5.) The interpretation that a pipeline can simply refuse to take
delivery of gas supply that complies with the tariff is contrary to FERC policy and would almost
surely not be approved:
1)

It would preempt and make meaningless the pipeline's FERC-approved quality
standards;

2)

It would restrict the availability of gas on the interstate market, contrary to FERC
policy;

12

(...continued)
FERC H 61,084 (1996), and Northwest Pipeline Corp., 74 FERC ] 61,256 (1996), involved tariff
revisions to allow gas to flow in interstate commerce. A more restrictive C0 2 standard on Questar
Pipeline's system would produce the opposite effect. It would make it more difficult for pipelinequality gas to flow on that system. In this respect, it is like the case of Williams Natural Gas Co., 80
FERC Tf 61,073 (1997), where a requested tariff revision was denied when the existing standard did not
impede the flow of gas in interstate commerce.
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3)

System disruption would occur whenever any one shipper declared its demand for
a higher tariff standard than the one approved by the FERC;

4)

The need for C0 2 gas processing would likely be viewed as a special service for one
customer and, like the Colorado Interstate Gas Co. (83 FERC \ 61,089 (1998).
case, a surcharge would be imposed on the requesting customer. (QGC Exh. 5R, at
7;Tr. 259-60.)

The Division and Committee interpretation of § 13.5 would produce a discriminatory
result that the FERC would not tolerate. (Tr. 123-24.) The section is included in the tariff only
to allow the pipeline to accept gas that may not meet tariff qualifications (such as some
Company-owned production) without legally binding future receipts of such "off-spec" gas in
the future. (Tr. 125-26.) Mr. Terzic explained that § 13.5 merely allows a pipeline to accept
off-spec gas and to keep doing so until one of its shippers objects. In such instances, the
pipeline has the authority under the tariff to refuse the off-spec gas without waiving its tariff
standard. (QGC Exh. 1R, at 11; Tr. 283-84.) In short, § 13.5 allows the pipeline to take gas
below tariff standards if doing so benefits non-discriminatory open-access transportation. It
does not allow the pipeline to impose a new standard above tariff minimums, either for itself
or for any one shipper.
c. "Reverse " affiliate relationships. Mr. McFadden suggested that Questar Pipeline
should have filed an application with the FERC to reduce the maximum allowed C0 2 level to
2%, while Dr. Olson contended that a 1% standard could be achieved had the pipeline applied
"or been pushed by QGC" to file the application. (CCS Exh. 3, at 10.) The Division and the
Committee have alleged that improper affiliate influence motivated the Company's actions in
this case. Ironically, these parties would have had Questar Pipeline file for a tariff change as
a favor to Questar Gas and against its own interests and those of its other customers. The
hypocrisy here is palpable: According to the Division and Committee, if the Company's
-14-

customers can benefit from a non-arms'-length affiliate relationship that puts one of the utility's
affiliates at legal and financial risk, the utility has a duty to pursue it; all other affiliate
relationships are presumed unreasonable.
The Company is bewildered by this double standard. At both the state and federal levels,
the standard is that an affiliate should not be favored at other customers' expense or disadvantage. However, this standard would be turned on its head by witnesses who would have the
pipeline-affiliate interpret § 13.5 in a manner that favors its affiliate Questar Gas to the
disadvantage of other pipeline customers and the pipeline itself. The testimony showed that this
position was inconsistent with FERC's open-access standards and would not have prevailed at
the FERC.
d. Conclusion. No witness for the Division of Committee has offered a concrete
opinion on what the best course of action was at the time Questar Gas had to take action. Only
Mr. Terzic gave a definitive analysis: Regulatory options were contrary to FERC policy, had
scant chance of success, and were subject to unacceptable levels of uncertainty as to timing.
(QGC Exh. 5R, at 2.)13 A reasonable utility manager in 1997 or 1998 would know that the
chance of success at the FERC in forcing producers and sellers to provide the solution to the
heat-content problem for the Company's customers was at best a long shot. Accordingly,

1

Contrastingly, Dr. Olson's recommendation to defer construction while Questar Gas "played
the Kern River card" (DPU Exh. 3, p.10) and "tied up producers at FERC" (DPU Exh. 3, p.ll) is
simplistic and implausible. Without studies, research or a knowledgeable foundation, Dr. Olson's
recommendation is wholly unreliable. As Mr. Allred pointed out, Dr. Olson's assumptions were either
oversimplified or flat-out wrong (Tr. pp. 463-470).
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Questar Gas refused to gamble customer safety on the slim hope that someone else would
provide and pay for such a solution.14
2.

The Facility-based Solutions Proposed by the Division and Committee
Do Not Withstand Cost and Operational Scrutiny.

The construction-related solutions suggested by the Division and Committee involved
"looping" Mainline 40/41; diverting coal-seam gas to the Kern River pipeline by shutting in the
Payson Gate; or blending Kern River gas with coal-seam production at Payson.15 The last two
proposals both require construction of a line connecting the Company's Payson Gate to the Kern
River pipeline. The unchallenged testimony of Mr. DeBernardi and Mr. Allred (QGC Exhibits
1.2R and 3.1R) conclusively show that the alternatives suggested by the Division and
Committee not only have a higher overall cost than C0 2 gas processing but possess problematic
operational constraints, timing uncertainties and other uncontrollable factors.
a. Looping Mainline 40/41. The unrebutted testimony of Mr. Allred is that this
option would have an estimated first-year cost of $10,371,000 compared to the C0 2 processing
cost of $7,858,000. (QGC Exhs. 1.2Rand3.1R.) Moreover, this proposal is characterized by
hidden costs and operational unknowns. Specifically, it requires Questar Gas to nominate coalseam gas to Kern River and take an offsetting amount from Kern River's system in return and
would entail an incremental transportation charge on Kern River, further adding to its cost.
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No doubt had Questar Gas undertaken such a gamble and lost, the Division and Committee
would be in front of the Commission arguing The Company's imprudence in pursuing the very course
of action they now suggest Questar Gas might have pursued.
15

In his rebuttal testimony, Dr. Olson introduced for thefirsttime an idea that Questar Gas could
have built a pipeline from Payson to the C02 source. Like the other proposals, this was shown to have
a higher cost that C02 processing. (Tr. 464.)
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b. Diverting gas from Payson to Kern River, This proposal is not only twice as
expensive as C0 2 processing (QGC Exhs. 1.2R and 3.1R), it requires offsetting takes from Kern
River at the Hunter Park tap to ensure against a pressure loss that would result from shutting in
the Payson Gate. During 30 high-load days per year, Questar Gas requires deliveries at both
Hunter and Payson to maintain pressure in its southern system. The Company would be left
requiring up to 170 MMcf/d of capacity from Kern River or Questar Pipeline. Even if this were
available, it would be very costly. (QGC Exh. 3R, at 9-10.) To allow the Questar Gas system
to be left hostage to such a material unknown would be imprudent.
c. Kern River-to-Payson interconnect. This option, like the others, fails an objective
cost comparison. Operationally, moving gas from Kern River to blend in the southern system
would require approximately 85 MMcf/d of firm transportation capacity to achieve the 1020
Btu/cf minimum standard. If available, this capacity would require a firm transportation rate
of $.67/Dth of demand. (QGC Exh. 3R, at 10-11.) In addition, the cost of future Kern Riverdelivered gas supplies is unknown. Over the past five years, the cost of Kern River supplies
averaged 3.4jzi/Dth more than the supplies connected to Questar Pipeline. These costs along
with pipeline capacity and gas supply costs amount to an additional $22 million per year. (QGC
Exh. 3R, at 11.)
d. Conclusion. The evidence shows that each of the facility-based solutions
proposed by the Division and Committee begins with a cost that is more expensive than the
action the Company chose. Additional operational and business risks make these options even
more problematic. Questar Gas has not only demonstrated that its decision to contract for C0 2
gas processing was an objectively reasonable management decision, it has also demonstrated
that its decision was more reasonable than the other alternatives posed by Division and
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Committee witnesses. Questar Gas believed it made the best decision in the interests of its
customers at the time the decision was made; looking back at what has transpired since then,
it still holds this belief.
3. There Is No Cost Evidence Except The Company's. There is no dispute that it was
necessary to take action to solve the declining Btu problem, and the only basis for the
Commission to deny Questar Gas recovery of any part of its costs would be a showing that the
Questar Gas solution was imprudent and that an appropriate alternate would have involved
demonstrably lower costs. But the Division's and Committee's positions fail on both counts:
The Company's actions are those of a prudent utility company. Outside of an extensive array
of "might be's," "could have been's," "should have considered's" and similarly amorphous
speculation, there is not a shred of quantifiable evidence to suggest that any other path to solve
the immediate and pressing problem would have been less costly16. The simple fact is that there
is no quantifiable evidence to support a conclusion that Questar Gas should be denied rate
coverage for the C0 2 treatment costs.
D.

The Company's Decision to Contract with Questar Transportation Services for C0 2
Processing Was Motivated by Safety, Feasibility and Cost Considerations.
The Division and Committee have repeatedly alleged that the Company's decision to

contract with QTS for C0 2 processing was driven by affiliate relationships and corporate
16

Dr. Olson makes the unfounded conclusion that a Questar Gas pipeline to the coal seam area
would have reduced rates (Tr. p. 386). Mr. Allred quantified that this alternative was, like the others,
more costly (Tr. pp. 464). Again, Dr. Olson didn't do his homework.
Q. "And consistent with your assignment, again, you have not done
any analysis, cost or other studies to support your opinion that this
option would have resulted in better rates to Questar Gas customers?"
A. "I'd like to point out that I'm an expert. When it comes to this sort
of thing, I don't need to do studies. I know this stuff (Tr. p. 387.).
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interest. However, the allegations are based only on their disagreement with the Company's
decision-making process. No evidence—let alone the "clear evidence" required for cost disallowance—exists from which the Commission could find that Questar Gas subverted the safety
and other interests of its customers to its corporate interests. To the contrary, the only plausible
alternative that was raised by the other parties was to seek an unaffiliated company to provide
the necessary C0 2 service, and the only evidence on the cost of this alternative was John P.
Snider's experienced view that gas processing companies cannot be induced to build and
operate such facilities with a 10-year contract term at utility-type rates of return. (QGC Exh.
4, at 9-11; Tr. 248-49.17)
Questar Gas has demonstrated that, while it considered various options, it chose C0 2
processing as the best option because it was the most feasible; it was guaranteed to solve the immediate safety issue; and it was the most cost-efficient. Moreover, Questar Gas has also demonstrated that its decision to contract with QTS for the processing service rather than with an
unaffiliated party was prompted by the fact that QTS could provide the service at a lower cost
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Mr. Snider stated: "In my experience this is well below the returns or hurdle rates that
midstream processors demand." (QGC Exh. 4, at 10.) He analyzed the lack of added value from
vertically integrated business, value appreciation on secondary business opportunity and concluded, "[I] t
is my opinion that qualified non-affiliates will not be interested in this type of investment without more
favorable economic terms." (Id. at 11.) Mr. Snider evaluated the QTS contract, required capital costs
and operating costs to construct the C02 removal facility and concluded that the Company's costs are
reasonable because (i) the QTS contract limits the return to QGC rates, which would be unacceptable
to anyone but QTS, (ii) the QTS contract includes a cost-of-service crediting mechanism that would also
be unacceptable to anyone but QTS, and (iii) the capital and operating costs compare closely with
Snider's costs. (Id. at 8.) "It is my opinion that T. H. Russell's cost of the facility is competitive and
probably lower than one would expect from comparable suppliers
I have performed a cost estimate
of the expenses that would be incurred in operating the plant as specified, which totals approximately
$2.77 million annually as described in Questar Gas No. Exhibit 4.4." (Id. at 9.)
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and greater reliability than other parties.18 As Mr. Snider testified, "Moreover, when reliability
is of such overriding importance as is the case here, the only practical way to ensure it is when the
carbon dioxide extraction is performed by the LDC itself or an affiliate." (QGC Exh. 4, at 11.)
E.

Division and Committee Criticism of the Mechanics of the Company's Decisionmaking Procedures Is Irrelevant to a Determination of the Prudence of its Actions;
the Prudence of the End Result Is the Only Issue.
Although the Division and Committee acknowledge the reasonable-manager standard as

the measure of whether the Company's decision to contract for C0 2 processing was prudent,
their witnesses and arguments have repeatedly misapplied and confused this standard. Division
and Committee evidence is limited to witnesses' testimony conlaining vague statements to the
effect that they did not know if C0 2 processing was the best solution to the problem; that better
alternatives may have existed; and that the C0 2 processing alternative could be an acceptable
solution if other alternatives had first been tried.19 Conversely, the unrefuted testimony of Mr.
Snider was that the Company's actions were indeed reasonable, at a low cost, and necessary to
protect customers. (QGC Exh. 4, at 3-5, 8-9.)

18

"There are not many companies that qualify and, in my opinion they would not be interested
in the cost of service formula contained in the QTS-QTC contract. . . . In my experience, this [11.5%
return on equity] is well below the hurdle rates that midstream processors demand." (QGC Exh. 4, at
9-10, Snider Dir.).
{9

See, e.g., Hanson, testifying: "[S]ome of these other alternatives look like they have promise."
(Tr. 353); Hanson, responding to the question, "Did QGC choose the right solution to the low BTU gas
problem?" and stating, "I am not sure they did." (DPU Exh. 1, at 23-24 ); Hanson, testifying that the
option of looping Main Line 40 to Kern River "has a lot of potential and should be explored further"
and is "an option that may be the best," and testifying that the option of building a pipeline from Payson
gate to the Kern River pipeline or some variation of that option "may have been a better choice for QGC
customers" (id. at 20-23 ); Townsend, stating that the Division's position is the heat content problem
"warrants some action. What the proper action is, I'm not sure" (Tr. 373 ); Olson, stating "I certainly
would have felt a lot better about this processing alternative if I had seen a FERC rejection on [the QPC
tariff] issue" (Tr. 403).
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Rather than challenging the objective reasonableness of the C0 2 processing decision
itself, the Division and Committee suggested that the C0 2 processing costs should be disallowed
as imprudent because they believe the Company's decision-making process lacked sufficient
consideration and analysis or a well-marked paper trail of various alternative solutions.
For example, Mr. Hanson testified: "The emphasis of my testimony was to illustrate
problems with how the various alternatives were evaluated" (Tr. 315); Mr. McFadden testified:
"[Tjhere are other steps Questar Gas could have taken and other alternatives that could have
been analyzed" (CCS Exh. 2, at 11, emphasis added); McFadden also stated that he "had issues
with how the companies approached the situation" and that his purpose in testifying on other
proposals, "was simply to say there were other alternatives that we identified that the
company[,] we did not feel analyzed fully." (Tr. 435-36, 443.) But, what is important is the
outcome, not whether the Division or Committee can review and approve every jot and tittle of
the utility's decision-making process.
The Company needed to take rapid action and expedite its analysis, and the evidence
shows that it carefully considered the various practicable options that were available. Nevertheless, even were that not the case, the fact that a utility might have obtained additional
information or might have considered additional alternatives does not, ipso facto, make a
management decision imprudent. Under the prudence standard, the Commission examines
whether a reasonable utility manager—with the information reasonably available and
considering the reasonable alternatives—could have reasonably made the same decision.
Questar Gas has more than met any such test.
F.

The Cost of Processing Coal-seam Gas to Maintain the Current Appliance Set-point
Are a Necessary Element of Providing Service to The Company's Utility Customers
and Should Be Borne by Those Customers.
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There is no dispute that Questar Gas needed to take major steps to address the changing
circumstances dealing with the Btu content of gas delivered to its end-use customers. Questar
Gas has established that the best option available to it was to arrange to keep the Btu content
of its system gas at a level consistent with customers' existing appliances through C0 2 treatment
of coal-seam gas. This allows orderly completion of a 10-year program to inspect and re-orifice
appliances to accommodate the declining Btu content of gas. As discussed in Part II below, the
Company has also shown that 191 Account treatment is not only lawful, but just, reasonable and
fair under the circumstances.
One common question was raised during the proceedings: Why should end-use customers
pay for keeping the Btu content of new gas sources at historically high levels? Questar Gas may
purchase relatively little of this gas. However, this is the gas that enters the Questar Gas system
and is sold to the Company's customers. The costs associated with gas processing during the
transition period are a part of the price that must be paid in connection with managing the Btu
content of gas reaching the Questar Gas system to insure that it is compatible with the 1080
Btu/cf appliance set-point. It is the heat content of this gas thai: the Company must manage to
provide safe and efficient service to its customers.
The interstate transporter (Questar Pipeline) has operated in full compliance with FERC
regulations; the producers are entitled to deliver gas to Questar Pipeline that meets its FERCapproved specifications. We must recognize that the energy world around Utah, with its
historically unique position in a high-Btu production area, has changed, and Questar Gas and
its customers must deal with those changes. Some costs are involved, and Questar Gas has
endeavored to keep the costs as low as possible consistent with providing safe and efficient
service to customers.
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II. THE C0 2 PROCESSING COSTS ARE LAWFULLY AND PROPERLY
RECOVERED THROUGH THE COMPANY'S 191 ACCOUNT

Having identified a major operational problem on its system, Questar Gas set about to
determine the most practical, safest and economical way to solve that problem. As set forth in
Part I of this section of the Brief, Questar Gas firmly believes that the evidence establishes that
it has done so, to the benefit of its customers.
The second major issue follows: In providing the means to allow a gradual, non-disruptive program to implement a permanent solution through the inspection and re-orificing of
customer appliances, Questar Gas is entitled to recover the gas-processing costs that it incurs
under the C0 2 processing agreement. As detailed by Mr. Allred in his prepared and crossexamination testimony, these costs are most fairly, properly and equitably treated through the
Company's 191 Account. (QGC Exh. 1, at 14; Exh. 1R, at 14-17.)
A.

Utah Code Ann. § 54-7-12(3)(d) Does Not Restrict the Commission's Power to Allow
Recovery of the C0 2 Processing Costs Through Account 191.
The Division and the Committee have steadfastly opposed 191 Account treatment,

primarily on the basis of their claim that Utah Code Ann. § 54-7-12(3)(d) provides the sole
statutory authorization for the Commission to grant 191 Account treatment. They have striven
mightily to show that the Commission does not have the legal authority to authorize 191
Account treatment for the C0 2 treatment costs, and they claim that 191 Account cost recovery
for anything other than direct gas purchases from nonaffiliated suppliers is not allowed. But,
their arguments rest entirely on a totally erroneous reading of Utah Code Ann. § 54-7-12(3)(d).
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A straightforward reading of the statute and a direct application of Commission precedent and
Utah case law shows the Division and Committee conclusion to be dead wrong.20
The legal arguments have been fully briefed and orally argued before the Commission in
connection with the Division's and Committee's Joint Motion for Summary Judgment on the
issue. Accordingly, Questar Gas will not repeat here the full legal discussion that it filed on
May 28,1999, that shows there is ample legal authority and Commission precedent to support
the Commission's approval of the Company's requested cost-recovery proposal. The Company
will confine its treatment of use of the 191 Account for cost recovery to a summary of the major
points and urge the Commission to review that Brief in detail.
1. Utah Code Ann. § 54-7-12(3)(d) is a Procedural Statute Only.
The statute in question reads:
(i) When a public utility files a proposed rate increase based upon an increased
cost to the utility for fuel or energy purchased or obtained from independent
contractors, other independent suppliers, or any supplier whose prices are regulated
by a governmental agency, the commission shall issue a tentative order with respect
to the proposed increase within ten days after the proposal is filed, unless it issues
a final order with respect to the rate increase within 20 days after the proposal is
filed.
(ii) The Commission shall hold a public hearing within 30 days after it issues
the tentative order to determine if the proposed rate increase is just and reasonable.
Utah Code Ann. § 54-7-12(3)(d). (Supp. 1999.)
A plain-English reading of this provision grants a utility the right to obtain a more rapid
implementation of certain types of rate increases. It addresses timing only; it has nothing to say
about how—or even if—costs will ultimately be approved and recovered.
20

The Division and Committee have also incorrectly argued that the Commission's approval of
191 -Account cost recovery is tantamount to signing a 10-year blank check for the C02 plant costs. This
is no more true than a claim that general approval of gas-cost recovery through the 191 Account
precludes the future consideration and possible denial of inclusion in that account of a demonstrably
improper or imprudent subsequently-incurred cost of purchasing gas. The Commission has full
authority to examine any cost that is charged to that account for proper and lawful inclusion.
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Nothing in § 54-7-12(3)(d) is exclusionary. As a response to the dizzyingly rapid
increases in gas costs in the 1970s, the Utah Legislature provided a means for utilities to obtain
interim cost coverage of increases without the necessity to wait for the completion of full
evidentiary hearings. The resulting statute was intended to be cumulative—that is, in addition
to whatever lawful, just and reasonable cost-recovery means the Commission would approve
after appropriate hearings, the utility could get special procedural treatment if it satisfied the §
54-7-12(3)(d) criteria.
Questar Gas has never claimed that the statute stands for any more than a procedural
option and does not claim that it applies to the recovery of C0 2 removal costs in this case. Utah
Code Ann. § 54-4-4.1 and applicable case law are the sources of the Commission's general ratemaking authority to approve the Company's requested 191-Account treatment.
2.

Utah Case Law Is Contrary to the Division/Committee Interpretation of
Utah Code Ann. § 54-7-12(3)(d).

Perhaps the most definitive discussion and conclusion of the general proposition that the
use of balancing accounts21 is not limited to those elements incorporated in the § 54-7-12(3)(d)
procedural statute is found in Division of Public Utilities v. Public Service Commission (the
"EBA Case1').22 There, the Utah Supreme Court addressed a utility's energy balancing account
similar to the Company's 191 Account. Although retroactive ratemaking was the primary issue
in that case, the Court found there was no relationship between the EBA and the fuel-cost passthrough legislation. The Commission had argued that the EBA was "instituted in an attempt to

21

Common usage in Utah is to refer to the account that forms the basis for so-called passthrough procedures for utilities as an "energy balancing account" in the case of electrics and the "191
Account" or "gas balancing account" for gas companies,
22

720P.2d 420 (Utah 1986).
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implement the fuel cost pass-through legislation," but the Court concluded that "[t]here is
nothing in the pass-through legislation that sanctions the establishment of an EBA."23 Rather,
"the EBA order was promulgated under the Commission's ample general power to fix rates and
establish accounting procedures."24 Likewise, the Company's Account 191 was not established
under the auspices of § 54-7-12(3)(d), but rather was promulgated under the Commission's
general ratemaking authority.
In another context, the Court has also given the Commission considerable discretion to
employ rate-making tools to set or approve just and reasonable rates, so long as certain
safeguards are properly in place and observed. In the so-called "Wage Case"25 the Court
pointed out, "There is no provision in the Public Utility Act, which precludes the authority of
the PSC to conduct an abbreviated proceeding to adjust a utility rate or charge."26 Chief Justice
Crockett's concurring opinion stated:
It is my purpose to emphasize that there is not only nothing improper in [conduct
ing an abbreviated proceeding], but that on the contrary, in appropriate circumstances, it can be used in the saving of time, effort and expense to everyone
concerned, as contrasted to the necessity of examining into the capital structure and
operations of the entire utility whenever a change is requested. This has advantages
for everyone concerned, including ultimate beneficial effects upon the interests of
the public.27
The Division and Committee may argue that this case has limited application. However,
the fundamental point is: As long as the Commission is dealing with its legislatively created

23

Mat424n.4.

24

M

25

Utah Dept. of Business Reg. v. Public Serv. Comm % 614 P.2d 1242 (Utah 1980).

26

Id. at 1249-50.

27

Id. at 1254.
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primary functions such as utility rate-making, it may employ a variety of means in doing so as
long as certain minimum standards are met. Nothing in the use of the 191 Account for the
processing costs at issue in this case would fail to meet the minimum requirements that the
Court has set in this regard. This conclusion is further solidified by the Court's tangential
reference to § 54-7-12(3)(d): "This subsection is currently devoted exclusively to the procedure
for procuring a tentative order for a rate increase when there is a fuel cost increase by an
independent supplier, viz., a pre-hearing increase may be granted based on submission of proof
and a finding the increase is justified."28
Thus, the law in Utah is clear. The Commission is not confined to general rate case
proceedings or circumstances meeting the specific requirements of § 54-7-12(3)(d). Rather, as
the Utah Supreme Court has pointedly recognized, the Commission's general ratemaking power
enables it to authorize and review pass-through costs and to conduct ratemaking proceedings
that do not satisfy the parameters of a general rate case or § 54-7-12(3)(d), regardless of whether
the costs are gas costs, non-gas costs, or costs paid to an affiliate.
3.

The Commission and Supreme Court Approved the 191 Account for
Recovery of General Costs Paid by a Utility to an Affiliate in the
"Wexpro Case."

Additional compelling evidence of the Commission's authority to use the 191 Account
more broadly than in § 54-7-12(3)(d) circumstances is the much-cited "Wexpro Case"29
Notwithstanding that the case involved a comprehensive settlement, it explicitly incorporated

l

Id. at 1248 (emphasis added).

}

Utah DepL of Admin. Servs. v. Public Serv. Comm 'n, 658 P.2d 601 (Utah 1983).
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the Company's (then Mountain Fuel's) 191 Account for major affiliate costs,30 and the
Commission itself and ultimately the Supreme Court approved this use. The Division's and
Committee's claims to the contrary notwithstanding, the Commission—and certainly the
Supreme Court—would not have approved a settlement, one of the foundational aspects of
which was the use of a balancing account for recovering costs paid to affiliate, if it were illegal
under Utah Law.
In addition, energy-related costs paid to affiliates were often included in the Utah Power
& Light EBA. Excluding the Company's C0 2 costs from the 1991 Account would be
fundamentally inconsistent with the past practice and the Commission's long history of
including costs from affiliates in Utah Power's EBA and Questar Gas's 191 Account.
4.

Under the Division's Interpretation of§ 54- 7-12(3) (d), All Pass-through
Decreases Have Been Unlawfully Ordered, and the Commission Will Not
Be Able to Use Pass-through Procedures for Future Rate Reductions.

It is unthinkable that the Commission could lawfully permit certain pass-through increases
under an expedited, non-general-rate-case procedure and not do the same with pass-through
decreases. Yet, this is the inescapable conclusion to be drawn from the Division's position. In
a word, the Division's position is untenable. The Commission's own actions bear this out, as
it routinely has approved, quite correctly, rate decreases under the pass-through procedure,31

30

Section 7.4 of the Supreme Court-approved Wexpro Stipulation states that "costs associated
with natural gas delivered to the Company by Wexpro will be accounted for under the Account 191
balancing account adjustment provisions of the Company's tariffs on file with and approved by the
Commission in the same manner as natural gas costs incurred by the Company in the purchase of
natural gas from third parties." (Emphasis added.) Mountain Fuel/Questar Gas has been recovering
these costs through the 191 Account since 1981.
3l

For example, the Company's $31 million decrease implemented in January 1999.
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notwithstanding that § 54-7-12(3)(d) is limited to increases?2 The Commission clearly has not
believed that this procedural statute governs its ability to authorize pass-through treatment.
5.

Under Current Commission Rules and Authorization, C02 Gas-Processing Costs Have Properly and Lawfully Been Included in Account 191.

The Commission-adopted Uniform System of Accounts,33 as incorporated in the
Company's PSCU Tariff, specifies that Account 813 is one of the accounts that makes up
Account 191. Mr. Allred testified that "All other gas processing costs have historically been
recorded in Account 813. Processing the gas stream to remove C0 2 is identical to processing
that is necessary to remove sour gas, liquid hydrocarbons, water vapor and nitrogen from natural
gas. Such gas processing costs are accounted for as pass-through costs [in Account No. 813]."
(QGC Exh.l R, at 14-15.) Although the Commission may, under the standard of reasoned
decision-making, change its policies from time to time, the Company is currently accounting
for C0 2 costs in the manner consistent with the Commission-approved treatment of other
processing costs.
Because the Commission has approved the procedures under which certain categories of
expenses are to be included in Account 191, the Company has properly accounted for items
within those categories by entering them in the appropriate accounts. In order to comply with
Commission policy and direction, Questar Gas cannot change the accounting treatment

32

Counsel for the Committee went to extraordinarily creative lengths to try to sidestep § 54-712(3)(d)'s limitation to rate increases. In a juggling act that defies gravity, he claimed that any base
amount of charges generated by the 191 Account constitutes an "increase" over the non-balancingaccount components of rates, even when the utility is seeking an overall reduction in rates. (June 7,
1999, Tr. 57-58.) Black-letter law is clear in this area: A straightforward reading of a statute "trumps"
a tortured reading that would produce ludicrous results. In this case, an increase means what it
says—when the succeeding rate that a customer pays exceeds the existing rate.
33

Utah Admin. Code § R746-320-7.
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authorized for these expenses. It must give similar items the same 191 Account treatment "until
either the Commission specifically overrule[s its] decision" or the decision is "changed or set
aside by formal rule, statute, or court decision."34 {Id. at 16.) The utility does not have the
discretion to do otherwise.
HI. POSTPONING ALL COST COVERAGE UNTIL A GENERAL RATE CASE
WOULD CONSTITUTE AN UNDESERVED AND INEQUITABLE
FINANCIAL HARDSHIP ON QUESTAR GAS

A. Financial Harm to the Company.
The position of the Division and Committee is that, even if they don't persuade the Commission that the Company's course of action was imprudent, the Commission should
nevertheless deny the Company current cost coverage for the C0 2 processing costs and delay
all coverage until the next general rate proceeding. (Tr. 332-33.)
The Division's lead witness, Mr. Hanson, revealed the Division's motives with respect
to the Company. That is, even if these costs were found to be prudent and were properly
recoverable as Account 191 costs and Questar Gas agreed to move these costs to general rates
in its next rate case, the Division would still oppose recovery (Tr. 331-33.) The only
conceivable motive is to cause financial harm to the Company.
The financial impact of this action would be an annual after-tax reduction of the
Company's net income by $5 million, or approximately 20% of its total net income. (QGC Exh.
3R, at 16.35) In effect, the Division's position would impose an unwarranted regulatory-lag

u

See Salt Lake Citizens Congress v. Mountain States Tel & Tel Co., 846 P.2d 1245 (Utah
1992) (the "Charitable Contributions Case").
35

The Division's own witness, Dr. Olson, also testified that delaying cost recovery will
financially harm the Company. (Tr. 410-12.)
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punishment that appears contrary to the Division's statutory charge to balance all the relevant
factors in advocating positions before the Commission, including the "maintain[enance of] the
financial integrity of public utilities."36 Its position takes little or no account of the financial
effect on the utility company.
Questar Gas faced a serious operational problem with major safety implications; it took
timely action to effect a cost-effective and operationally appropriate solution. To deny cost
coverage for an expense that is incremental to and independent of the rest of the Company's
operations would not be equitable nor fair under the circumstances.
The Commission has the ability to cut through the punitive aspects of the Division and
Committee position and strike the appropriate balance of interests; to prevent the major financial
harm that Questar Gas would suffer; and to approve the pass-through recovery of the C0 2
processing costs—at least until a general rate proceeding could incorporate these costs.
B. Possible Contractual and Procedural Modifications.
The Division and Committee have expressed some other concerns about the C0 2
processing contract. First, they have taken issue with the term over which the depreciation
expense will be taken. Mr. Allred explained that a 10-year term was chosen because it matched
the term of the processing contract. Mr. Hanson has proposed a depreciation schedule that
would match the life of the gas fields or the life of the plant. Although Questar Gas still
believes that a 10-year depreciation life is a proper match with the term of the processing
agreement, if the Commission adopts Mr. Hanson's approach on this issue, the Company is

36

Utah Code Ann. § 54-4a-6(4)(a); Tr. 335. The Division's "statutory mission requires that the
positions the Division takes must reflect consideration of thefinancialhealth of the utilities." Utah State
Coalition of Senior Citizens v. Utah Power & Light Co., 776 P.2d 632, 637 (Utah 1989).
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prepared to use a 20-year depreciation schedule.
Second, the Division and Committee have suggested that the 10-year contract term is too
long, because additional pipelines have now been proposed that might be used to receive and
transport coal-seam gas to some other outlet and, thus, reduce the future need for processing gas
on the Company's system. This is all still conjectural and is certainly not something that
Questar Gas could have relied on when it had to contract for the necessary C0 2 services, nor can
it rely on it now. The contract term matches the 10-year transition period to adjust customers'
appliances, and the Company believes its choice was appropriate and reasonable.
Simply put, there has been no showing that the 10-year term is imprudent or that the
decision was unreasonable at the time it was made. The Company believes a shorter contract
term was and is inappropriate. The Division and Committee's issue with the term is based
on hindsight conjecture. Nonetheless, as Mr. Allred testified, if the Commission believes
that the Company should risk a shorter term, the Company will have the contract term
amended (Tr. 59.) All parties should, however, realize the risk that this entails for Questar
Gas, since QTS will likely market the processing capacity to others at the end of the contract
term.
Finally, the Division and Committee have argued in various ways that the contract
costs should be general rate case items. These arguments have been addressed substantively
in other sections of this brief. The Company believes that 191 account treatment is
appropriate and is the historic method of recording processing expenses. However, Mr.
Allred testified that the Commission could order a change to general rate case accounting
but believes that such an order would have to be prospective in nature. This would continue
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Account 191 treatment until QGC's next general rate proceeding. Certainly it would be
inequitable to financially harm the Company for prudently incurring the expense of CO2 gas
processing and accounting for it in the proper and historic way. This is similar to the
Commission's treatment of certain gathering expenses in Docket Nos. 95-057-30,96-057-12
and 97-057-11.
CONCLUSION
It is uncontroverted that Questar Gas needed to change its appliance operating range and
set point and it required a 10-year transition period to implement. Questar Gas has shown that
its approach to this problem was timely, prudent and effectively executed. The Division and
Committee's opposition to this action is a Monday-morning quarterback's rumination that the
Company (or its affiliate) should have tried a "flanking attack" at the FERC based on an
unsupportable interpretation of § 13.5 of Questar Pipeline's FERC tariff or by persuading the
FERC that it should let Questar Pipeline modify its quality standards to favor its affiliate to the
disadvantage of its nonaffiliated shippers. There is no expert opinion that either of these
measures would have succeeded—only that the different options were worth a try. Questar Gas
believes that it could not have pursued either approach without gambling with the safety of its
customers. Former FERC Commissioner Branko Terzic testified definitively that such attempts
would have been futile and would have been contrary to Questar Pipeline's obligations to its
customers and suppliers.
The Company believes that it has successfully made its prudence showing. Today,
because of its actions, Questar Gas has the ability to manage the heat content of the gas reaching
customers so that it can safely bum in their appliances. If the Company had followed the course
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of action suggested by the Division and Committee, it is likely that unsafe gas would have
reached the burner tip. As Mr. Allred stated at the conclusion of the hearing: "I want to stress,
we had to make a decision. We made the best one we knew. We've explained why we made
it, how we made it, what we think the outcome of it is. We think we were prudent." (Tr. 506.)
Neither the Division or the Committee have rebutted this prudence showing, nor have
they shown why these costs should be left unrecovered as a matter of law. As such, the costs
Questar Gas seeks to recover in this case should be found to be prudently incurred and
recoverable through the Company's Account 191.
Respectfully submitted this 1st day of September, 1999.
QUESTAR GAS COMPANY

/-s/
Jonathan M. Duke
Charles E. Greenhawt
QUESTAR REGULATED SERVICES CO.

Gary G. Sackett
JONES, WALDO, HOLBROOK & MCDONOUGH, P.C.
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1

Q.

2

A.

3

Please state your name and business address.
Alan K. Allred. My business address is 180 East 100 South, P.O. Box 45360,
Salt Lake City, Utah 84145.

4

Q.

5

A.

What are your current position and responsibilities?
I am the Manager of Regulatory and Gas Supply Services for Questar Regulated

6

Services Company. In this position I direct the state and federal regulatory activities

7

of both Questar Gas Company and Questar Pipeline Company. I also manage the gas

8

supply function for Questar Gas.

9

Q.

10

A.

11

What is your educational background?
I hold a bachelor's degree in Finance from Utah State University, and a
master's degree in Systems Management from the University of Southern California.

12

Q.

13

A.

What additional experience do you have in the gas industry?
I have been employed by Mountain Fuel and Questar since 1978 and worked

14

in the Corporate Planning Department from 1978 to 1986. In 1982 I assumed the

15

duties of Director of Planning. During this period I was involved with issues related

16

to natural gas prices, supply and demand. From 1986 to 1997,1 was the Director of

17

Rates for Mountain Fuel (now Questar Gas). I assumed my present position in October

18

1997.
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1

separate, distinct business units. In addition, maintaining separate business units is the

2

only practical way to operate some of the key functions of federally-regulated, state-

3

regulated and unregulated businesses. Finally, by forming separate business units, each

4

company has its own books and records to provide clearer audit trails of transactions

5

between affiliates.

6

Q.

7
8

Identify the primary costs that are allocated to Questar Gas from other affiliates
and describe the methods that are used to make cost allocations.

A.

Costs that are incurred by Questar Corporation and Questar Regulated Services

9

and for which direct assignment is not practical are allocated to all the corresponding

10

lower-level subsidiaries. These allocations are based on allocation methods that are

11

reflective of cost causation.

12

For example, employee-benefit expenses are generally allocated on the basis of

13

number of employees or salaries. Costs similar to administrative-and-general (A&G)

14

costs are allocated using the "Distrigas formula." This formula allocates costs to a

15

specific affiliated entity in proportion to the relative contribution of plant value, labor

16

cost and total revenue (exclusive of gas costs), of that entity to the total, where each of

17

the three factors is equally weighted in the determination. This has become a standard

18

method for A&G cost allocation that originated before the FERC and is widely used

19

by other rate-regulatory agencies. Exhibit 1.4 describes the allocators used by Questar

20

Corporation and Questar Regulated Services to allocate costs to Questar Gas.

21

C 0 2 PROCESSING COSTS

22

Q.

Turning your attention to the C 0 2 gas processing agreement with Questar Trans-

23

portation Services, please review the current status of the costs being incurred by

24

Questar Gas and the relationship of this case to the issues in Docket No. 98-057-

25

12.
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A.
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Questar Gas has contracted with Questar Transportation Services to remove

2

C0 2 from the gas stream reaching the Indianola and Payson city gates. Without this

3

processing, the Company could not comply with Commission Rule R746-320-2.B.2,

4

which requires the Company to manage the heat content of the gas reaching customers.

5

The Company is paying for this required gas processing under the terms of a cost-of-

6

service agreement with Questar Transportation Services.

7

On December 3, the Commission ruled in Docket No. 98-057-12 (the "C0 2

8

Case") that the C0 2 gas processing costs could not be recovered in a 191 Account pass-

9

through proceeding and that such costs should be considered in either a general rate

10

case or an abbreviated rate proceeding. While I do not agree that the C0 2 gas

11

processing costs cannot be recovered in a pass-through, the Company has reflected

12

these costs in this general rate case.

13

Q.

14
15

The Company has requested that interim relief be granted in this case. How is
that connected with the C 0 2 processing costs?

A.

Questar Gas has included the C0 2 gas processing costs in this case and, under

16

Utah Code Ann. § 54-7-12(3)(a), is requesting that the Commission approve an interim

17

rate increase, subject to refund, that would permit the Company to recover the C0 2

18

removal costs on a prospective basis.

19

In the C0 2 Case, the parties submitted extensive evidence concerning Questar

20

Gas' low-Btu problem, the C0 2 plant, its operation, its costs and the prudence of the

21

Company's actions. As these C0 2 removal costs are included in the current case, the

22

Company has requested that the Commission take official notice of the record in the

23

C0 2 Case.

24

Questar Gas believes that, under current circumstances, with equity returns

25

woefully inadequate, it could demonstrate sufficient evidence to justify interim rate

26

relief at levels beyond the C 0 2 processing costs. Nevertheless, because of the
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1

extensive evidence available from the C0 2 case, the Company is limiting its request

2

for immediate interim relief to the costs related to the necessary C0 2 processing.

3

Q.

4
5

Is it possible that these additional gas-processing costs are offset by cost savings
or other efficiencies of operation?

A.

No. These are purely incremental gas processing costs. There is no connection

6

between these costs and any efficiencies or cost savings. For Questar Gas, there are no

7

avoided costs, no additional revenues, no personnel reductions, no reductions in plant

8

investment, no reductions in A&G expenses, nor any other offsetting costs that

9

correspond to the necessary cost incurrence to remove C0 2 from the gas. In any event,

10

the refund mechanism adequately protects customers from the potential for setting an

11

incorrect level, no matter what the reason.

12

Q.

13
14

Has the original estimate of $7,5 to $8.5 million in annual C 0 2 processing costs
been revised as a result of the operation of the plant since June 1999?

A.

Yes. The capital cost of the plant and the associated piping were slightly below

15

the budgeted amount. The plant has operated extremely well, and operating costs are

16

in line with expectations. The volume of gas processed has increased to the point that

17

in November 1999 the plant was operating at full capacity. The C0 2 processing has

18

proven absolutely essential in maintaining a safe gas supply for customers. Based on

19

October and November 1999 operations, it appears that Questar Gas' costs for C0 2 gas

20

processing under its cost-of-service contract with Questar Transportation Services will

21

be about $615,000 per month. Exhibit 1.5 shows the typical monthly operating costs

22

which will result in an annualized cost of about $7.4 million on a system basis and a

23

Utah allocated cost of about $7.1 million.

24
25

Q.

On what basis would the Commission grant interim relief for C 0 2 gas processing
costs?
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The Commission has heard extensive evidence on the nature and amount of

2

these costs and on the issue of prudence of the Company's decision to protect

3

customers' safety by contracting for this processing. Coupled with the current level of

4

under-earning by Questar Gas, this should provide more than ample justification for

5

granting interim relief of $7.1 million annually, subject to refund when the Commission

6

issues a final rate-setting order in this proceeding.

7

8
9

RESEARCH AND DEVELOPMENT COSTS

Q.

Please explain the Company's proposed treatment of Gas Research Institute
(GRI) costs.

10

Traditionally, Questar Gas has supported industry-wide research and

11

development (R&D) efforts through payment of an FERC-approved charge included

12

in interstate pipeline rates. This charge, which ultimately is used to fund the GRI, has

13

recently amounted to about $2 million per year—collected for R&D from Questar Gas'

14

sales customers. The FERC has approved a settlement in a recent GRI proceeding that

15

phases out the mandatory pipeline charge by year-end 2004. This will be done in

16

increments each year.

17

GRI has responded by designing an R&D program that is focused on LDCs and

18

their customers, and they are seeking LDC support for this program. Questar Gas

19

supports such industry-wide R&D efforts. R&D efforts have been effective in the past

20

and have produced benefits to Questar Gas and its customers. I believe that the annual

21

benefit for our customers greatly exceeds the approximately $2 million annually that

22

has been collected through the GRI surcharge.

23

In Docket No. 99-057-19 the Company requested that, as the FERC-approved

24

GRI surcharge is reduced from now through 2004, a corresponding reduction in the

25

supplier non-gas cost component and increase in the Company's distribution non-gas

26

costs be made so that total R&D costs recovered from customers remain unchanged.

Questar Gas Company
Docket No. 99-057-20
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1999 Annualized C02 Removal Costs 1/
($000)
1

O & M (Including Fuel Gas)

2

Depreciation

3

Taxes Other Than Income

4

Rate of Return & Income Tax

$2,200
2,160
155
2,844

(Ave Rate Base X Ut ROR)
5

3rd Party Revenue Credits

6

System C 0 2 Removal Costs

7

Utah Sales Allocation %

8

Total Utah C 0 2 Removal Costs

0_ 2/
$7,359
96.01% 3/
$7,065

1/ These costs are based on those presented in Exhibit 6 of the Company's application in
Docket 98-057-12. Plant costs have been updated from the $23,000,000 estimate to
$21,600,000. O & M costs have been annualized based on the June 99 to November 99
actual experience.
2/ As of Nov 1999 the plant is operating a full capacity with no processing
for 3rd parties.
3/

H\St»MVDftGVU!G«nMVALMC02_AKA mk*

Sales Volumes - Utah
Wyoming
Total

94,592,711
3,931.735
98,524,446

96.01%
3,99%
100.00%
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1

Q.

2

A.

3

Q.

4

A.

5

Q.

6

A.

Please state your name.
Alan K. Allred.

Have you previously submitted direct testimony in this proceeding?
Yes.

What issues will you address in your rebuttal testimony?
I will address the following issues: the prudence of the Company's actions and

7

decisions relative to C0 2 processing; recovery of research and development (R&D)

8

costs; allocation of billing-envelope postage costs; and the treatment of the gain on sale

9

of property.

10

11

C0 2 PROCESSING - GENERAL

Q.

12
13

Please briefly summarize the origin and development of the C0 2 issue up to this
stage of the Docket No. 99-057-20 proceedings.

A.

The issue was first brought to the Commission, the Division and the Committee

14

informally in early 1998 when Questar Gas personnel met with and explained to the

15

three agencies about the developing Btu problem caused by relatively lower-Btu-

16

content gas entering the Company's system. One of the reasons for the low-Btu gas

*- ^n
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1

was the increasing production in central Utah of coal-seam gas that contained a higher

2

level of inert C0 2 than had historically been the case for gas on Questar Gas's system.

3

This coal-seam gas, nevertheless, met FElRC-approved specifications of the

4

interstate pipeline that serves those producing fields, Questar Pipeline Company

5

(QPC), and QPC has accordingly been obligated under FERC "open access"

6

regulations to take delivery of any such gas meeting its tariff requirements.

7

As was fully explained in the testimony in Docket No. 98-057-12, gas with the

8

lower per-volume Btu content presented a major safety risk to Questar Gas's

9

customers—an acute problem that required relatively rapid analysis and response. In

10

the previous case, Questar witness George Schroeder explained in detail the nature of

11

the safety problem and consequences that would follow if a solution to the problem

12

were not timely implemented. (See Exhibit QGC 2 in Docket No 98-057-12.) So far

13

as 1 can recall, no witness submitted evidence that took serious issue with Mr.

14

Schroeder's analysis and conclusions about the safety issue.

15

Mr. DeBernardi explained in detail the process that Questar Gas went through

16

to identify and choose a course of action that would guarantee that Questar's customers

17

would not be put in harm's way because of the changing Btu value of gas entering the

18

Company's system. (See Exhibits QGC 3 and QGC 3R, Docket No. 98-057-12.) C 0 2

19

processing was the best alternative the Company could implement in a timely manner

20

at a reasonable cost with assurance that customer safety would not be at risk. No other

21

avenue could accomplish both goals: (a) assure customer safety and (b) do so in a

22

timely manner.

23

To bring about this result, the Company contracted with an affiliate, Questar

24

Transportation Services Company, to provide the necessary CO 2-removal services on

25

a cost-of-service basis. Mr. Snider testified in Docket No 98-057-12 that the cost and

26

operation of the plant were not only reasonable, but generated a cost-of-service rate to

27

Questar Gas below what any independent gas-processing company would have charged
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1

for services of similar quality and reliability. (See Exhibit QGC 4, Docket No.

2

98-057-12.)

3

The Division and Committee sponsored extensive evidence through several

4

witnesses in that proceeding who took issue with the Company's conclusions and

5

decisions. However, the Commission declined to decide any substantive questions

6

related to the prudence issues addressed by the three parties, limiting its December 3,

7

1999, order in that proceeding to a denial of pass-through (191 Account) treatment and

8

deferral of final consideration of the prudence and related issues until a general rate

9

proceeding would be undertaken.

10

Q.

11
12

What is your understanding of the current status of the issue in this case and the
position of the parties?

A.

In its December 17, 1999, application in the current general rate proceeding,

13

Questar Gas included the continuing costs of obtaining the necessary C0 2 removal

14

services, and the Division and Committee have generally restated their opposition to

15

Questar Gas's full recovery of its costs for these C0 2 removal services. The

16

Committee opposes recovery of any C0 2 processing costs. The Division proposes the

17

recovery of one-half the costs. Two other parties have filed "me too" testimony in

18

which they support the position of the Committee.

19

There is currently pending with the Commission a motion that seeks to have the

20

Commission take official notice of the record in Docket No. 98-057-12, and the parties

21

have addressed the issue in this case under the assumption that the Commission will

22

incorporate that record in some way in the current case.

23
24
25

Q.

What is your general view of the testimony that has been filed in this case
concerning the C0 2 processing issues?
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In reviewing the testimony in this docket related to recovery of the C0 2 costs,

2

I find no new issues raised or alternatives proposed. All witnesses who oppose all or

3

part of the C0 2 processing-cost recovery discuss various theories or assumptions to

4

support their position that Questar Gas should have found some way to force the

5

upstream pipeline or the producers to pay for C0 2 processing costs that only serve to

6

benefit Questar Gas's customers. But none of the witnesses have given proper

7

ttention to customer safety, nor have they shown that any of the alternatives they

8

liscuss would ensure that Questar Gas's customers would be safe.

9

The Division concludes that Questar Gas was "not entirely prudent" and

10

proposes to disallow 50% of the C0 2 processing costs. Mr. McFadden, for the

11

Committee, reviews his testimony from Docket No. 98-057-12 and restates the

12

Committee position that the Company should recover none of the C0 2 processing

13

costs. Witnesses for other interveners, Mr. Higgins for the Large Customer Group and

14

Mr. Swenson for MagCorp, address this issue and oppose cost coverage, but they raise

15

no new issues not already addressed in Docket No. 98-057-12.

16

Q.

17
18

What are the parties' primary arguments for opposing cost coverage for C0 2
processing in this proceeding?

A.

They all advocate that Questar Gas should have pursued other alternatives.

19

Their proposed alternative courses of action fall i nto two general categories. First, they

20

claim Questar Pipeline c%may have been able to" refuse to transport coal-seam gas that

21

met its tariff standards, or they believe Questar Pipeline's tariff limit of 3% C0 2

22

"might have been" changed to 2% or 1%. Second, they suggest that the construction

23

of other pipelines should have been pursued, which they claim "may" have avoided the

24

need for C0 2 processing.
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Has Questar Gas shown that these approaches would not have been relied upon

2

by a reasonable decision-maker in 1997 and 1998, based on the information

3

available at that time?

4

A.

Yes. For example, Exhibit 1.2R in my rebuttal testimony in Docket 98-057-12

5

shows the comparative costs of pipeline proposals offered by Mr. Hanson and Mr.

6

McFadden as alternatives. This exhibit shows the costs for these solutions would have

7

been $2.5 to $21 million higher than the cost of the C0 2 processing. The Company has

8

also provided extensive testimony, including that of former FERC Commissioner

9

Branko Terzic, to show it was not reasonable to rely on the possibility of changing

10

Questar Pipeline's tariff standards or attempting to interpret § 13.5 of Questar Pipeline's

11

tariff to prevent the coal-seam gas from being transported by Questar Pipeline. Even

12

today, with the benefit of hindsight, no one can guarantee that these proposals would

13

have worked and done so in a timely manner. The best that the supporters of these

14

views can say is that they might have worked or they may have delayed the need for

15

processing. As stated on page 4, lines 8-9 of his testimony, Mr. Alt admits:

16
17

Even if QGC had fully explored the QPC gas quality specification
change idea, it is not certain they would have been successful.

18

Because the safety considerations were the primary concern of Questar Gas, it

19

was not feasible—and certainly not prudent—to pursue alternatives that would not

20

guarantee a solution to the safety problem. Questar Gas had to pursue a course of

21

action it knew would work. Questar Gas cannot be found to have been imprudent for

22

not pursuing risky solutions that even the proponents concede might not have worked.

23

Q.

24

A.

Has the C0 2 processing solution effectively solved the safety problem?
Yes. Since the Castle Valley Plant came on line in June of 1999, it has worked

25

to insure that the gas reaching Questar Gas's customers has been safe. The CO2

26

processing agreement has allowed Questar Gas to meet its responsibility to manage the
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1

heat content of gas on its system, as required by Commission Rule R746-320-2.B.

2

While Questar Gas has spent over 18 months defending its actions and attempting to

3

get its costs recovered, customer safety has been protected. Those who are questioning

4

the Company's actions cannot and do not make the claim that their suggested courses

5

of action would have assured this outcome.

6

Q.

7
8

In your judgment, have any of these parties shown Questar Gas's actions to be
imprudent?

A.

No. They have discussed other possible courses of action that they believe

9

"could have been pursued" or "might" have worked. They discussed alternatives they

10

believe "could have delayed" the need for C0 2 processing or "could put pressure on"

11

someone else to pay the C0 2 processing costs. However, none of the parties has shown

12

that their alternatives would have provided the means for Questar Gas to guarantee

13

safe management of the heat content of gas reaching its customers. Questar Gas simply

14

could not rely on ideas that might have worked. Customer safety was at stake. No

15

party has shown that a reasonable decision-maker with Questar Gas's responsibility

16

to manage the heat content of gas reaching customers would have relied on any of their

17

suggested courses of action. The consequences of failure were simply unacceptable.

18

Q.

19

A.

How have the Division and Committee witnesses addressed the safety issue?
They have avoided discussing the key issue of customer safety and have

20

referred to the customer safety issue as a "claim" or "anticipated." This is just plain

21

wrong. Customer safety was the only motive for Questar Gas to pursue C0 2

22

processing. It was not to profit an affiliate; it was to provide a timely solution

23

guaranteed to solve a suddenly growing problem that threatened customer safety.
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Q.

Has the Wyoming Public Service Commission addressed the issue of rate coverage

2

related to Questar Gas's decision to use C0 2 processing under the contract with

3

Questar Transportation Services.

4

A.

Yes. In Wyoming Public Service Commission Docket Nos. GP-98-46, GP-99-

5

47, and GP-99-48 the Wyoming Consumer Advocacy Staff (CAS) supported rate

6

coverage of C0 2 processing, and the Commission approved the cost recovery. In its

7

April 10, 2000, order the Commission concluded:

8
9
10
11

The Commissionfinds,based upon the uncontested recommendation of
the CAS and its review of Commission Rule Sections 249 and 250, that
the recovery of C0 2 processing contract costs through general rates is
reasonable and appropriate.

12

13

C0 2 PROCESSING - DIVISION POSITION

Q.

Now, turn to the testimony of the witnesses who have addressed the C0 2

14

processing issue. At page 5 of his testimony, Mr. Townsend contends: "(T]he

15

FERC might have considered tightening QPC's C0 2 standard to at least 2%, if

16

not 1%." What is your reaction to this position?

17

A.

Mr. Townsend can only offer that the FERC "might have considered" changing

18

QPC's tariff standard. Yet, solely on the basis of this conjecture, he proposes the

19

disallowance of one-half of Questar Gas's C0 2 processing costs—over $3.5 million

20

annually. In other words, because Mr. Townsend thinks the FERC "might have

21

considered" QPC tariff changes, he concludes Questar Gas should be severely

22

penalized. It is significant that Mr. Townsend did not even mention the customer-

23

safety consequences of failure. As the party with responsibility to manage the heat

24

content of its customers' gas, Questar Gas did not have the luxury of trying an

25

alternative that "might have" worked.
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On page 5 of his testimony, Mr. Townsend refers to the DPU Exhibit 1.5 to

2

support his belief that the FERC might have considered reducing the Questar

3

Pipeline C 0 2 standard to 2% or 1%. Does the information in this exhibit support

4

this belief?

5

A.

No. This information was prepared by Questar Gas and was provided to the

6

Division in response to a Division data request in Docket 98-057-12. This exhibit

7

shows total inert gas or total C0 2 tariff limits for 12 pipelines, including Questar

8

Pipeline. Of these pipelines, six (Questar Pipeline, Kern River, CIG, WIC, PSCC, and

9

Texas Eastern) have C0 2 or inert gas standards that would allow C0 2 levels at or above

10

those allowed on Questar Pipeline. Of those, Kern River, CIG, and WIC are in close

11

proximity to Questar Pipeline. Of the six pipelines with lower C0 2 levels, (KN,

12

Northwest, Williams, El Paso, TransColorado, and ANR), four have total inert gas

1 ?.

levels as high or higher than Questar Pipeline (Northwest El Paso, TransColorado, and

14

ANR). This means that, if another inert gas such as nitrogen were present, Questar

15

Gas's customers would still be affected. Three of those four are in close proximity to

16

Questar Pipeline.

17

The information in this exhibit does not support Mr. Townsend's position, and

18

it doesn't support the Division's main point that FERC "might have considered"

19

reducing Questar Pipeline's C0 2 standards. In fact, it supports the conclusion reached

20

by Questar Gas and supported by former Commissioner Terzic that the FERC was

21

unlikely to change QPC's minimum Btu levels, or total inert gas limits to benefit a

22

single, affiliated LDC. Relying on such a change was too speculative to risk the safety

23

of Questar Gas's customers.

24

Q.

25

A.

26

Please turn to Mr. Hanson's testimony. What is your view of his position?
Mr. Hanson has focused his attention on the affiliate relationship between
Questar Gas and QPC to the near exclusion of any other consideration. Although the

I ! 1 in it tal" I e s t i m o n y o f
Ill, i L K A l l i e d .
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2

low-Btu problem, was the proper choice, it should not obscure the prirnar) issue: Did

3

Questar Gas act prudently to manage the heat content of gas reaching customers? M r

4

Hanson's testimony here and in Docket No. 98-(*4*" 1 ? imphes thai the \ v \ ex^v nee

5
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In his Exhibits DPU 6.2- 6 3 and accompanying testimony, M r Hanson alleges
certain "benefits" to Questar Gas affiliates as a result of transporting the coal-

A.

None

Questai Gas's C0 2 pi ocessing does not facilitate ai iy additional

24

transportation business for Questar Pipeline. None of the gas processed to 1% C0 2 has

25

been transported to an) otl lei market

All of it has been used by Questar Gas's.
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transported on the Questar Pipeline system without consequence to any Questar

2

Pipeline customer except Questar Gas.

3

In addition, Mr. Hanson fails to discuss that, as an FERC-regulated pipeline

4

with cost-of-service based rates, all of Questar Pipeline's revenues, including any

5

additional revenues Mr. Hanson claims, would be included in Questar Pipeline * s FERC

6

general rate cases and would serve to lower rates for Questar Pipeline customers to the

7

extent that they are above the level of costs. Therefore, the revenues Mr. Hanson

8

attempts to use to justify a denial of cost recovery will through normal regulatory

9

processes, serve to reduce costs for Questar Gas's customers.

10

Q.

As you understand Mr. Hanson's position, what is the basis for his recom-

11

mendation that the Commission exclude $3.4 million of annual processing costs

12

from recovery in rates?

13

A.

Mr. Hanson's proposed disallowance of these costs is based on his claim that

14

Questar Gas put the interests of affiliates ahead of the interests of its customers. This

15

is false. Questar Gas has shown that the C0 2 processing decision was based on

16

protecting the safety of its customers at the lowest possible cost.

17

Q.

Assume for purposes of argument, that Mr. Hanson's claims that Questar Gas's

18

affiliates benefit from the C0 2 processing project. In your opinion, would this

19

support his S3.4 million disallowance?

20

A.

First, even if Mr. Hanson could establish improper affiliate influence, the

21

remedy would be a disallowance of the costs in excess of the costs that would have

22

occurred if an alternative course of action had been used. But, neither Mr. Hanson nor

23

any other witness has shown an alternative solution that would have protected the

24

safety of customers with lower costs.
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in its FERC-approved rates and are subject only to FERC jurisdiction.
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commissions because of the higher costs for low-load-factor customers such as the

2

LDCs, the FERC found SFV rate design to be in the overall national interest.

3

• A n LDC should have a contract with its upstream pipeline to deliver gas that

4

meets the LDC's unique requirements. The quality specifications for an interstate

5

pipeline are governed by its FERC-approved tariff, and no rational pipeline would

6

contract with any customer to deliver gas with a unique or non-standard heat-content

7

or inert specification without (a) FERC approval and (b) cost coverage for any

8

incremental costs caused by the special delivery.

9

• QPC customers besides Questar Gas have benefitted from the lower level of

10

CO2- Questar Gas and perhaps the Nephi municipal system are the only QPC

11

customers with a requirement for 1% C0 2 gas. Even if the FERC had dealt with the

12

issues, the most likely outcome was that there would be C0 2 processing with Questar

13

Gas paying the cost to meet its unique appliance set-point situation.

14

In short, when Dr. Compton's theories are examined in the light of the facts,

15

the basis for his conclusions disappears.

16
17

Q.

18
19

Do you agree with Dr. Compton's suggestion that 65% of the C 0 2 cost should be
assigned to Questar Gas and 35% to other pipeline customers of QPC?

A.

No. If the principal that the cost causation is followed, Questar Gas is the only

20

predominant customer of QPC that needs coal-seam gas to be processed to the 1%

21

level. None of the other pipeline transportation customers require gas processed to a

22

1%C0 2 level.

23

Q.

24
25
26

Given the information available to Questar Gas in 1998, should it have relied on
Dr. Compton's theories in making a decision on this issue?

A.

No. As a person in the position of making decisions with customer-safety
implications, I would not have relied on Dr. Compton's theories in 1998. The
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1

solution to the serious customer safety issue the Company was facing. On the other

2

hand, the Company's C0 2 processing solution has worked and is allowing the

3

Company to manage the heat content of gas reaching its customers.

4

Q.

What about Mr. Alt's claim on page 4 that an independent LDC would have tried

5

harder to find a solution that would have not resulted in the C 0 2 processing costs

6

being borne by its customers?

7

A.

This claim sounds appealing, but it ignores the basic facts in this case. In the

8

initial application in Docket 98-057-12, the Company showed that the coal-seam

9

production met the pipeline tariff standards. In Exhibit QGC 1.2 attached to my direct

10

testimony in that docket, I listed the set points for many other LDCs to show that the

11

coal-seam gas could be used by customers of these LDCs without any additional C0 2

12

processing. It is the unique needs of customers on the Questar Gas system that requires

13

C0 2 levels of 1%. The problem created by the changing character of gas production

14

that is delivered to Questar Gas's system has nothing to do with whether Questar Gas

15

is "an independent LDC"—the problem would have required the same kind of solution

16

no matter what kind of LDC was operating the system.

17

Q.

18
19

Are there other aspects of the Division's approach to this issue that you disagree
with?

A.

Yes. In order to support its arguments in this proceeding, the Division has

20

based its conclusion on information that was not available to Questar Gas at the time

21

decisions had to be made. For example, one of the key points made by Mr. Hanson

22

and Mr. Alt is that Questar Gas did not even ask the FERC about changing tariff gas

23

standards on Questar Pipeline's system. They have repeatedly referred to notes and

24

minutes of meetings that occurred in 1997 when this idea was suggested. With the

25

subsequent knowledge that coal-seam gas with a 1% C0 2 level is interchangeable and
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About March or April 1998.

At that time, would Questar Gas or QPC have had time to seek FERC approval
of a gas-quality modification to QPC's tariff?

A.

No, it was not feasible. In April 1998, it was known that it would take about

5

15 months to design, build, test and bring on-line a suitable C 0 2 processing plant. It

6

was also known that the rapidly growing production levels of coal-seam gas would

7

exceed Questar Gas's ability to blend gas to safe levels of Btu content by spring or

8

early summer 1999. This left barely enough time to get the plant built and operational.

9

There simply was not enough time to pursue other avenues and still have time to build

10

11

the plant if those avenues proved fruitless or untimely.

Q.

In your prepared direct testimony in this case, you state that your responsibilities

12

include managing the gas supply function for Questar Gas. What role does this

13

position play in decisions such as the one under consideration in this case?

14

A.

As Manager of Gas Supply, I have a direct responsibility for the Company's gas

15

supplies. As I make gas-supply decisions, customer safety and reliability of service are

16

two of the most important factors. The Division's and Committee's positions on C0 2

17

processing are totally focused on cost, to the exclusion of reliability and customer

18

safety.

19

This is the most frustrating aspect of the C0 2 gas-processing issue. As manager

20

of Questar Gas's gas supply operations, I know why the Company implemented the

21

C0 2 processing. It was to protect customer safety, and I urge the Commission to focus

22

first and foremost on that issue. By Commission rule and by moral obligation, Questar

23

Gas must insure that the gas reaching its customers is safe for their use. It has been my

24

focus in every meeting and discussion with regulatory agencies on this issue.
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1

Commission would require that all added costs for special service be borne by that

2

company. Yet, the Division and Committee are asking the Commission to find Questar

3

Gas imprudent (or 50% imprudent) because it did not rely on this same theory with the

4

FERC.

5

6

C 0 2 PROCESSING—COMMITTEE AND INDUSTRIAL POSITIONS

Q.

In his testimony in this docket, Committee witness Michael McFadden also has

7

opposed the recovery of C 0 2 processing costs. Please discuss the position he has

8

taken.

9

A.

Mr. McFadden repeats the claims he made in Docket No. 98-057-12. He adds

10

no new information, and the Company has already responded to his claims in the

11

previous case. Like the Division, he has not shown an alternative solution that would

12

have insured customer safety at a lower cost than C0 2 processing. While he opposes

13

any cost coverage, he has not shown how customers' safety could have been insured

14

without C0 2 processing. Moreover, he has not explained, nor demonstrated, the costs

15

of any alternative approach.

16

As to Mr. McFadden's claim that not all the gas processed to 1% C0 2 is

17

purchased by Questar Gas, he is correct. However, the gas that is processed to 1 % C 0 2

18

physically enters the Questar Gas system. The molecules of gas are not the identical

19

molecules that are purchased, but they are the molecules that are delivered and, without

20

being processed, the gas would be unsafe for Questar Gas's customers.

21

Q.

22
23
24

Please comment specifically on Mr. McFadden's summary of the Committee's
position on page 2 of his testimony in this case.

A.

Mr. McFadden claims that it is unfair for the costs of the C0 2 processing from
3% to 1% to be recovered from Questar Gas's customers. The support he provides for
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1

Q.

2

A.

3

5

A.

6

Q.

7

A.

8

Q.

9

A.

1

My name is John P. Snider. My business address is 2313 Coit Road, Suite D,
Piano, Texas.

Q.

0

Please state your name and business address.

By whom are you employed and in what capacity?
I am employed by Starcrest Energy. Inc. as a Consultant.

\\ hat are your qualifications to testify in this proceeding?
My qualifications are listed in Exhibit QGC 9.1R attached to this testimony.

What is the purpose of\our testimony?
I will testify on the following three issues regarding the Castle Valley CO :
Removal Plant (Castle Valley Plant)
1.

The prudence of the costs associated with the Castle Valley Plant.

2.

The reasonableness of basing a plant cost disallowance on a 2% pipeline
standard

3.

The likclihcHHi ol success of QPC refusing coal-seam gas on the basis
of tarifl pro\ isions or capacity constraints.

nr5%l
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Q.

The issue of the costs of the Castle Valley Plant was first considered in Docket No.
98-057-12. Did you address this issue in that proceeding?

A.

Yes. My testimony in Docket No. 98-057-12 included my opinion regarding
Questar Gas's necessity to deal with the gas composition problem; the selection of the
CO : removal plant from the alternatives available to Questar Gas; the prudence in the
design and contractor used for the CO : removal plant; and the cost to construct and
operate the CO : removal plant. I stated then, and still believe, that Questar Gas had to
deal with the composition problem relatively quickly, that Questar Gas chose the
proper alternative w ith the CO : removal plant, and that the appropriate design and
contractor were utilized.

I performed independent studies to confirm that the

construction and operating costs were reasonable and market-based. I concluded that
a non-affiliated company would require something higher than the regulated rate of
return included in the CO : processing agreement. Subsequent studies lead me to the
same conclusion that the Castle Valley Plant costs are at or below market rates,
especially when reliability and climate conditions are considered.

Q.

Taking these factors into consideration, what is your opinion about the costs that
Questar Gas pays for COi remo\al sen ices?

A.

They are well within or below market rates for the level of service that is
required on this plant I know of no gas processor that would have performed this
processing at the utihtx 's authorized return.

Q.

The Division of Public I tilities has proposed that one-half of the Company's testyear C() 2 costs be disallowed. One of its justifications for this disallowance
appears to be based on the belief that QPC's C() 2 limit should have been 2%
instead of 3%; that the required reduction of the level of C() 2 in the gas stream
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1

would have been from 2% to 1 %; and that the processing costs would be reduced

2

by one-half. Do you agree with this conclusion?

3

A.

No, it is wrong on two counts: (1) The first is the mistaken notion that QPC

4

should have already changed its CO : standard from 3% to 2% to bring it in line with

5

other pipelines. As Mr. Allred explained in Docket No. 98-057-12, when total inerts

6

are viewed. QPC is alread\ in line with other pipelines cited. (2) The rationale that a

7

facility that removes one-half as much of the C0 2 from the same gas stream would cost

8

one-half as much is fundamentally flawed. The rationale ignores the fixed-cost nature

9

of processing facilities and the economies of scale that apply in this industry. One

0

cannot assume that items such as the land, roads, permits, control systems, buildings,

1

engineering, and inspection would somehow be cut in half for a 2%-to-l% C0 2 plant.

2

The fact is that those particular items would cost the same or nearly the same regardless
of size, and many other items would cost over two-thirds of that required at a full 3%-to-

4

5

1% CO : removal.

Q.

b
7

Have you performed a comparative cost estimate to determine the cost of a facility
required to remove CO, from 2% to 1%?

A.

Yes. The attached I:\hibit QCiC 9.2R depicts the expected construction costs and

^

the operating costs. respecti\el\. in both the 3%-to-l% removal case as well as the 2%-

)

to-l°o removal case I estimate the cost to construct the smaller facility to be about 76%

)

of the total cost of the larger SI 8 million fucilit). I have estimated the operating costs

I

in like fashion to be about 74°o ol the operating costs of the larger facility. It is my

-

opinion that, had the requirement been to treat only from 2% CO : to 1 %. the overall costs

*

would have been 75° o of the costs of the larger removal percentages.

\

Q.

l)o\ou have an opinion regarding the likelihood that the FERC would allow QPC
to revise its tariff to a specification that would allow only 2% C0 2 ?
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Yes. Docket 99-057-20 Exhibit DPU 1.5 is a table depicting pipeline companies'
gas-quality specifications including QPC. In considering the question of whether it is
reasonable to assume that the FERC would be likely to grant a reduction in the allowable
CO : on QPC. one must consider the specifications in place as of December 1997. QPC
specifications included a total inert specification of 3% and no individual specification
for CO : . It is ver> important to note that, from a standpoint of gas interchangeability and
specification, all inert gasscs must be considered. Nitrogen, for example, can cause a
burner-tip flame lift-off problem just as readily as C0 2 . When comparing the total inerts
allowed by each pipeline, the survey indicates that of the 13 pipelines listed, three
allow over 5% inerts (based on a minimum 950 Btu specification), two allow 5%
inerts. three allow 4°o inerts (one based on a 968 Btu specification), five allow 3%
inerts. and none are lower than 3% inerts.

Q.

Do you think that the FERC would have approved a reduction in QPC's total
inert standard below 3%?

A.

No. Ii is m\ opinion thai the R:RC would not approve a total inert specification lower than 3°o lor QPC. especial!) with the protests from producers and other
transporters that would surcl) accompans such a request. The next question is whether
it would be reasonable to assume that the ITRC would approve a 2% CO : specification
for QPC at the end of 1997 Again the statistics of the thirteen pipelines listed are that
seven allow 3°o CO : (two based on a 3°o total inert specification), five allow 2% CO : ,
and one allows l°o C() : I agree with Mr Terzic's testimony that the FERC would
require considerable supporting e\ idence for a CO : specification when none existed
previously, and that a 3% CO : specification was in keeping with the other pipelines—especially in the immediate geographic area. 1 also agree with Mr. Terzic that,
since adding a new specification at 2°o C() : or below would benefit only one shipper

Exhibit QGC 9R
Docket No. 99-057-20
Page 5 of 6

Prepared Rebuttal Testimony of
John P. Snider
1

and be protested by many other shippers, the FERC would not be likely to approve this

2

new specification either.

3

Q.

It appears that the Division and Committee of Consumer Services both contend

4

that the C 0 2 plant would not be necessary u but for" the emergence of coal-seam

5

production. Do you agree with this premise?

6

A.

No, 1 do not. When looking at the pipelines shown in Exhibit DPU 1.5 from

7

Docket No. 98-057-12, virtually all of them can accept coal-seam production. This gas

8

is merchantable and does not require "cleaning up," a misleading characterization that

9

both the Division and Committee indulge in. It is much more accurate to state that the

0

cause of the problem requiring CO : processing is the Company's unique heat-value

1

range. That is. Mbut for" Questar Gas's high appliance set point range, there would be no
need for CO : processing. This is borne out by the fact that none of the pipeline

3

standards depicted in Exhibit DPI 1 1.5 are compatible with Questar Gas's unique, high

4

set point, lor these pipelines, additional processing would be needed to ensure inter-

5

changeability It is Questar Gas's set point, not the nature of coal-seam production,

f>

that is unique and requires extraordinary steps.

7

Q.

Mr. Hanson states that QPC could have said "We don't have room for your gas"

8

or they could have said "We will build facilities to take your gas if you will help

?

us with the gas quality needs of our major customer/' Do you agree with Mr.

[)

Hanson that such courses of action would have been fruitful?

1

A.

No. It should be remembered that coal-seam production is located just a short

2

distance from QPC's Mainline -40. where more than sufficient capacity is available

*

to accommodate this production

1

process of investing millions of dollars to drill the wells and install significant facilities

The producers of the coal-seam gas were in the

to deliver the gas to QPC. I lad QPC attempted to exclude the coal-seam gas on the
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1

basis of limited capacity in the lateral pipelines serving the production area, the

2

producers could have easily laid their own lateral pipelines and requested capacity on

3

QPCs main pipeline. This would be a minor investment when compared with the

4

estimated $180 million annual revenues the coal-seam production was expected to

5

generate. Based on my experience with open-access pipelines, QPC, having no

6

capacity constraints in the main pipeline, would then be required to allow the producer

7

to deliver its gas into QPC's system.

8

Q.

9
0

Isn't it true that QPC could have tied the producers' hands while it pursued a
FERC resolution of this issue?

A.

No This ignores the fact that the producers were already in the process of

1

spending significant funds to develop the coal-seam production and were not going to

2

be deterred by an attempt by an interstate pipeline to prevent the progress of the coal-

3

seam development. The fact is that when a producer tenders gas supply (which

4

complies w ith pipeline larifTspccificaiions) to an open-access pipeline with an end-user

5

some place on the interconnecting sxstcm, it must be accepted. That is what open-

6

access means

7

Q.

8

A

Does that conclude \our testimony?
Yes, it docs
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John P. Snider P.E.
A broadly talented natural gas executive with 21 years of marketing, engineenng,
management, and business development experience in the midstream sector of the natural
gas industry.
Pioneer Natural Resources USA, Inc.
Irving, Texas
1997-1998
Manager Gas Supply
Developed, conceived and managed the evaluation and change in company's gas
processing businesses with incremental income of $2 million realized annually.
Directed process optimizations at company's four operated and two non-operated gas
processing plants having throughputs totaling over 450 MMcf per day and 34,000 Bbl
per day of natural gas liquids.
Managed business development aspects of gas supply and gas processing business
including negotiation of gas and natural gas liquids, marketing, and supply contracts,
partnerships, and divestitures
Rockland Pipeline Company / American Cometra Inc.
Ft. Worth, Texas
1995- 1997
Vice President Gas Processing
Directed all aspects of company's gas processing, marketing, business development,
operations, engmeenng anc administrative business. Assets included 500 miles of gas
pipelines and two gas processing plants with throughputs of 100 MMcf per day and 3000
BBL per day of natural gas uauids
Singie-handedly developed and managed company s business in the east Texas Cotton
Valley Reef development including gas gathenng. marketing, and processing with Sulfur
recovery Managed construction of $18 million plant and pipeline system. Directed all
engineering, fmanaal commercial regulatory organizational, and operational efforts
Negotiated gas marketing anc supply contracts totaling over 200 Bcf and asset sales from
S3 million to S35 million m vaiue
Delhi Gas Pipeline Corporation
Dallas, Texas
1982-1994
Operations Supenntendent /Engineenng Superintendent
Directed all operating aspects of east Texas region gas gathenng and processing which
encompassed 130 empiovees 2200 miies o' pipelines. 7 gas processing plants, and
$14 million operating budget with tnrougnputs of 300 MMcf per day and 8,000 BBL per
day of natural gas liquids
John P. Snider
page 2
Managed east Texas gas supply engmeenng and operations engineering departments

1
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including ten professional engineers.

Managed Ozark Gas Transmission, an interstate gas pipeline partnership through "Open
Access" transition.
Directed all aspects of operations, and engineering of soulh Texas region including two gas
processing plants and 1200 miles of gathenng pipelines.
Analyzed and developed technical and commeraal aspects of expansions, acquisitions, and
gas storage projects.
Warren Petroleum Company

Tulsa, Oklahoma

1977-1981
Senior Operations Engineer preceded by
Process Enqineer, Protect Engineer, and Plant Supenntendent
Supervised technical and commeraal aspects of 44 gas processing plants.
Managed engineenng and construction of $9 million gas gathenng and processing plant.
Developed simulation model for cryogenic processing units and designed fire-flood
compression facilities
Successfully manageo the complete relocation of a gas processing plant within only 30
aays
Supervised 1000 BBL per day gas processing facility and managed $2 million consolidation
anc gas treating project

EDUCATION
BS Cnemicaf Engineering 1S77 lowa State University, Ames, Iowa

PROFESSIONAL
Nortr Texas cnapter Gas Processors Assoaatior Board of Directors
Gas Processors Assoaatior Boarc of Directors Director (March 1995 to 1998)
Professional Engineer Texas
National Society of Professional Engineers
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Gas Treating Unit Cost Analysis
1. Capital Costs
Design Case No. 1
Treat 175MMcfd 3% C02 to 1 %
Treated Gas Volume : =
Amine Circ ==

140
600

! 117 MMcfd to 0.5%
| 300 GPMMDEA

MMcfd to 0.5%
GPMMDEA

Sizing Factor

Design Case No. 2
[Treat 175 MMcfd 2% C 0 2 to 1 %

CQStMQQQS)

Sizing Factor

Cost(IOOQS)

$800
S400
$6,700
$1,200
$850
$150
$300
$800
S4QQ

117 MMcfd
78 in. dia
300 gal/min.
45 gal/min.
23 MMBtu/hr
2.7 MMBtu/hr
5 w / 2 smaller
none
117 MMcfd

$718
$347
$3,848
$1,077
$561
$135
$270
$800

Sizing
[Exponent
Baiua

A Equipment
1.
2.
3.
4
5.
6.
7
8
9

Inlet Separation. Metenng. Controls
Gas Contactor & Ovhd Scrubber
Amine Regeneration Unit mci. Still
Glycol System & Contactor
Heat System Amine
Heat System Glycol
Storage Tanks
Control System. Instruments
Fiare / Vent System

140
90
500
54
46
3.2
5

MMcfd
in. dia
gal/min.
gal/min.
MMBtu/hr
MMBtu/hr

none
140 MMcfd

$11,600

Sub-Total

£252

0.6
1.0
0.8
0.6
0.6
0.6

|

0.6

90%
87%
57%
90%
66%
90%
90%
100%
90%

$8,115

70%

$800
$200
$300
$217
$0
$500
$1,000
$71
$330
$300
$399
$1.361

100%
100%
100%
72%

E. Other Costs
'
2
3
4
5
6
7
8
9
10
11
12

Office/ Whse. Process. MCC Bldgs
Land for plant site. Site prep. Fence
Road. Water. Phone. Ughtinc,I
Electrical Sub-station Power lines
Insurance
Perrrwt Costs
Engineering and Inspection
Spare Parts. Toots
Start-up Chemicals
Start-up Team Cost
Sales Taxes
5%
Contingency
11%

none
none
none
600 Ooer HP
none
none
600 gal/min
500 gai/mm
none

$800
$200
$300
$300
$0
$500
$1,000
$100
$500
$300
$600
ILSQQ

none
none
none
350 Oper. HP
none
none
300 gal/min
300 gal/min
none

I

°6

0.5
0.6

100%
100%
71%
66%
100%
67%
76%

Sub-Total

S&4QQ

$5,478

fifi%

Total Capital Cost

$18,000

$13,593

76%
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Gas Treating Unit Cost Analysis
II. Operating Expenses
Design Case No 1
Treat 175MMcfd 3% C02 to 1%>
Treated Gas Volume =
Amine Circ =

140
600

Treat 175 MMcfd 2% C 0 2 to 1 %
117 MMcfd to 0 5%
300 GPM MDEA

MMcfd to 0 5%
GPM MDEA

8 hrty & 2 supers
22%
none
2

$450
$100
$30
$10

8 hriy & 2 supers
22%
none
2

54 gal/min
500 gal/min
815 kw

$20
$150
$250

45 gal/min.
300 gal/min.
480 kw

$18
$99
$147

06
06

90%
66%
59%

5 Dehydration Chemicals
6 Treating Chemicals
7 Electnaty®
SO 035
8
9
10
11
12

Supplies
Contract Labor
Contract Maintenance
Insurance
Fuel®

$100
$40
$120
$100
1L2QQ
$2,570

300 gal/min
none
117 MMcfd
$14 M mvst
1050 Mcfd

$66
$40
$108
$76
SZ2Q
$1,863

06

66%
100%
90%
76%
60%,
73%

$1 88

500 gal/min
none
140 MMcfd
$18 Mmvst
1750 Mcfd
Sub-Total

General & Adrrusitrative
1 Overead
Total Operating Expenses
Other
1 A£ Valorem Taxes

Eactois

Eactocs

4 Vehicles

Sizing
Exponent Ratio
100%
100%
100%
100%

Annual
CQStMQQQS)
$450
$100
$30
$10

Annual
Field Operations
1 Salary & Wages
2 Benefits & Taxes
3 Office & Communications

$200

$200

$2,770

$2,063

$100

$100

06

74%
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1

Q.

2

A.

3

Please state your name and business address.
My name is Branko Terzic. My business address is 1750 Tysons Boulevard,
McLean, VA 22102-4219

4

Q.

5

A.

6

By whom arc you employed and in what capacity?
I am employed by Deloitte & Touche LLP as Director in the Energy/Utilities
Services practice.

7

Q.

8

A.

Please outline your qualifications.
1 have about 30 \ears of experience in the regulated industries, including the

9

natural gas industry. During the past 30 years, I have served as a state and federal

0

regulator, as a consultant, and as a CEO of a natural gas distribution company. As a

1

regulator. I was a member of the Wisconsin Public Service Commission from

2

1981-1986 and a member of the Federal Energy Regulatory Commission from

3

1990-1993. During my tenure at the EERC. we passed the most significant order

4

restructuring the natural industry Order No. 636 in 1992.

5

A more complete listing of my background and qualifications is contained in

6

Exhibit 5.1R in the "CO : Case." Docket No. 98-057-12, in which I appeared as a

7

witness.

/y y^. 4T <? *J
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What is the purpose of your testimony in this proceeding?
I will address the testimony filed by witnesses Michael J. McFadden and
George R. Compton with respect to the issues they raise concerning the regulation of
Questar Pipeline Company (QPC) by the Federal Energy Regulatory Commission
(FERC) and. specifically, the FERC's jurisdiction over the tariffs of QPC. I testified
in Docket No. 98-057-12 on these same issues, and I understand that the record in that
case will be considered by the Commission in making its decision in this case.

Q.

Why is it important for the Commission to understand the role of the FERC with
respect to Questar Pipeline Company?

A.

It is important to understand the FERC's role because it is the FERC that
regulates QPC under the expectation that QPC will not discriminate in favor of or
against anv shipper on its system, including any affiliate such as Questar Gas
Company.
Mr. McFadden and Dr. Compton ask this Commission to deny all or part of
Questar Gas's request for recover) of CO : removal costs on the basis that they believe
that FERC would have: (1) issued an order requiring QPC to modify its tariff
provisions dealing with allowable levels of CO : . and (2) would have done so quickly
enough to avoid the physical problem that Questar Gas faced with higher volumes of
coal-seam gas entering its system. As I testified in the earlier case, there is sufficient
information available for a reasonable person to conclude that an application filed by
QPC or a complaint filed by Questar Gas to the FERC seeking a tariff change would
have had little chance of approval—and even less chance of approval within the time
that Questar had to take definitive action to address the low-Btu problem.
First, any such application would have been subject to intervention and protest
by multiple parties, including the immediately affected coal-seam gas shippers and
their customers. Second, the FERC would have been requested to make a change
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solely for the benefit of an affiliate of QPC. an FERC-regulated pipeline. Where this
Commission looks to protect Questar Gas from affiliate abuse, so does the FERC seek
to protect non-affiliated shippers and non-affiliated transportation customers from
affiliate favoritism. In fact, protection against special treatment for affiliates is at the
heart of FERC Order No. 636. which removed the pipelines from the merchant
function. This radical step was deemed necessary to insure equal treatment to all
shippers.
I also testified earlier that it was unlikely that the FERC would have approved
a tariff change that would have had the effect of restricting the flow of natural gas in
interstate commerce. I pointed out that the cases where tariff changes were made were
those instances where the change would increase the flow and availability of gas in the
interstate pipeline's system and not. as in this case, decrease interstate gas availability.
Thus, based on my experience at the FERC. I believe that Mr. McFadden and
Dr. Compton have attributed a level of both certainty and expectation with respect to
possible FERC actions under hypothetical scenarios that is not warranted.

Q.

Dr. Compton has indicated that QPC should have interpreted § 13.5 of its tariff
to allow Questar Gas to require QPC to refuse to transport coal-seam gas. From
your perspective as a former FERC Commissioner, do you agree with this
interpretation?

A.

No. the only workable reading of this provision is that it allows a pipeline to
accept "off-spec" gas onto the system unless one of the other shippers objects. This
provision advances the FERC policy of maximizing the amount of gas available to
consumers of the interstate pipeline system. No other interpretation comports with
FERC polic>. The interpretation suggested by the Division and Committee witnesses
would ha\e been in \ lolaiion of FERC policy as it would have allowed one shipper to
keep another shipper's gas that meets FERC-approved tariff specifications from
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flowing on the pipeline's system. Such an interpretation, if allowed, would have
wreaked havoc on any pipeline system by shifting gas-quality standards to the whims
of multiple shippers.

Q.
A.

How does Mr. McFadden\s testimony relate to the FERC?
While Mr. McFadden's testimony indicates he was engaged to review
alternatives proposed by Questar Gas Company, which is regulated by this Commission, his testimony is actually based on options that were only available to the
FERC-regulated pipeline. QPC.

Q.

How does Mr. McFadden's testimony relate to issues with respect to the
jurisdiction of the FERC?

A.

Mr. McFadden suggest that this state commission, with regulatory authority
over a local distribution company Questar Gas. consider five "factors" that relate to
whether Questar (ias should receive cost recovery for CO : treatment. However, four
of these factors relate to QPC's FKRC-regulated transportation services to shippers of
coal-seam gas. which is not subject to Questar Gas control.

Only one of Mr.

McFadden's factors relates to an action subject to Utah PSC control of Questar Gas.

Q.
A.

Which factors cited by Mr. McFadden are subject to FERC jurisdiction?
Mr. Mcladden's first, second, fourth and fifth factors all are statements
concerning the effect on Questar Gas of the shipment of coal-seam gas on the QPC
system and are. therefore, external to the Questar Gas distribution system and the Utah
Commission's jurisdiction. Issues concerning the shipment of coal-seam gas on QPC
are fully under FHRC jurisdiction

Rebuttal Testimony of
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Q.

2
3
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What factor described in Mr. McFadden's testimony was not under the FERC
jurisdiction?

A.

Mr. McFadden's third factor relates to the fact that Questar Gas recognized that

4

constructing the CO : extraction plant would alleviate the Btu problem on Questar Gas's

5

southern system.

6

Q.

7
8

Do you agree with Mr. McFadden that Questar Gas does not "receive any
benefit" from the shipment of coal-seam gas on the QPC system?

A.

As I testified in the earlier case, the FERC has taken the position that increasing

9

the supply of gas from the largest number of sources and locations does benefit the

10

consumer. Increasing the number of supply basins has the effect of both making

11

greater suppl\ available and of providing price competition not only for commodity gas

12

but for pipeline transmission senices. This has benefitted all customers, including

13

those supplied by Questar Gas.

14

Q.

15
16

Do you agree nith Mr. McFadden's application of the "cost causation'1 principle
in this case?

A.

Because the shipment of the coal-seam gas is an FERC issue, I disagree with

17

his characterization of the "cost causation/* From a FERC-jurisdictional point of view,

18

Mr. McFadden's cost-causation principle could be stated in the alternative: That the

19

current set point on Questar Gas's customer appliances and Questar Gas's geographic

20

proximity to coal-seam gas deposits are the two cost-causing factors. There are many

21

instances where costs are higher to a utility due to external factors such as these and not

22

to internal cost causation imposed by a customer or customer class, which is the more

23

frequent application.
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Q.

How does Dr. Compton's testimony also address the issue of the jurisdiction of
the FERC with respect to QPC?

A.

Dr. Compton also discusses issues concerning Questar Gas's options as a
customer of FERC-jurisdictional QPC with respect to the shipment of coal-seam gas.

Q.

Dr. Compton concludes that, had Questar Gas appealed to the FERC for a
modification to the gas-quality specifications in its tariff, it would have likely
resulted in having the cost of C 0 2 removal paid by shippers. Do you agree?

A.

No. I cannot agree with him about the likely outcome. I cannot state with
certainty what conclusions the FERC would have reached. I also do not know how
long it would have taken for the FERC to issue an order. But. I do know that Questar
Gas was faced with substantial uncertainty surrounding both the length of any
proceedings at the FERC and w hether the outcome would be unfavorable to coal-seam
gas shippers. Given all this uncertainty, it was. in my opinion, reasonable for the
management of Questar Gas to select a solution from among the two options directly
under us control.
Concerning the timeliness of an FERC order. FERC proceedings have been
known to last from a few months to the more typical time frame of years. This case
would ha\e certain!} drawn significant opposition from the producers and would have
had national implications

Concerning the outcome, for reasons of maintaining a

nationally compctitiv e gas transportation market as envisioned in FERC Order 636, the
FERC ma} have reached a decision the opposite of what Dr. Compton assumes.
While Dr. Compton has testified about some economic considerations that the
"FERC ma} have entertained/* his tcstimon} is highly speculative. As a former FERC
Commissioner. 1 am sure that the If RC would have heard opposing arguments from
eminent economists oflered bv shippers in support of open access and maintaining the
How of coal-seam gas in interstate commerce and on the QPC system in particular. Dr.
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Compton has posited a possible outcome to an FERC proceeding with too much
certainty in my opinion. As I earlier testified, there was a substantial basis for an
FERC decision that would have maintained QPCs gas-quality tariff provisions, and
Questar Gas would still be faced with its low-Btu problem.
Q.

Does Dr. Compton's testimony adequately reflect the role of the FERC with
respect to issues affecting a local distribution gas company such as Questar Gas?

A.

In my opinion Dr. Compton overlooks the position that the FERC has with
respect to protecting the rights of all shippers on the national gas transmission system.
A distribution gas company is just one of a number of different kinds of entities
shipping gas on a FERC jurisdiction pipeline.

Q.

In the hypothetical FERC filing that Dr. Compton discusses, would the FERC be
sensitive to the affiliation between Questar Gas and QPC?

A.

Yes. but not from Dr. Compton's point of view. He misses the sensitive issue
of FERC-regulated transactions u ith an affiliate when he states: "If QPC had given its
utility interests first priority . . . QPC would have petitioned for a tightening of its
downstream input specifications." The FERC has always been sensitive to affiliate
preferences, and the issue of "comparable service" was the core reason for the issuance
of FERC Order 636. which prohibited gas sales by the pipelines as a bundled service.
The FERC would ha\e been very careful not to favor a pipeline's affiliate—in this
case, a local distribution company rather than a gas marketer.

Q.

With respect to the entrance of coal-seam gas into the QPC system, do you agree
with Dr. Compton's statement that an appeal to the FERC would have
"forestalled their gasM entering the QPC system without C 0 2 treatment paid for
by those same producers?

Rebuttal Testimony of
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Exhibit QGC 10R
Docket No. 99-057-20
Page 8 of 10

No, I do not. It is very speculative and has no basis in fact. This Commission

2

has experience in handling petitions for changes in tariffs. In my experience as a state

3

and federal regulator, the tendency during an application for a change is to maintain the

4

status quo. and the status quo in this case was a tariff that allowed coal-seam gas to

5

enter the system. Dr. Compton's testimony seems to be based on Charles Olson's

6

testimony in Docket No 98-057-12. and their conclusions could only be justified if one

7

first

assumes that the FERC would have issued an emergency order reducing the

8

allowable CO : content delivered to Q P C s system before a full hearing on the issues.

9

Thus, for the coal-seam gas to be "forestalled" from entering the QPC system

0

the FERC \\ ould have had to persuade the FERC that conditions required an immediate

1

order prior to an evidentiary hearing that either (a) changed the currently filed gas-

2

quality standard or (b) adopted the Division's and Committee's interpretation of

3

Qiiestar Pipeline's § 13.5 tariff provisions. Neither witness has shown that to have

4

been likel\.

5

Q.

6
7

Dr. Compton again has raised the issue of a request to the FERC by Questar Gas.
What would have been the basis for a request to the FERC?

A.

As indicated in earlier testimony, Questar Gas—one of many shippers on the

8

QPC s\stem—could ha\e appealed to have the FERC order QPC to change its

9

gas-quality specifications. As 1 have just indicated, while the appeal was pending, the

0

coal-seam gas would ha\e continued to tlow in the QPC system absent an FERC order

1

stopping the flow of this gas.

2

Q.

3
4
5

And could QPC ha\e changed its quality specifications at the request of its
affiliate Questar Gas without a tariff filing at the FERC?

A.

No. an> existing tariffs could onl\ be modified by an FERC order. This
includes changing the quality, specifications.

Rebuttal Testimony of
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What is your opinion of Dr. Compton's testimony as to what would be the
FERC's approach to a review of such a request for a proposed tariff change?

A.

Dr. Compton takes the same view as Mr. McFadden in one version of a "cost
causation" argument. But, it can be just as easily presented in an alternative version,
which has the FERC finding that the costs are caused by Questar Gas's historically
high set points and geographic position, and that a change in the QPC pipeline tariff is
not warranted. While I am not an economist, I have reviewed enough economics
testimony over 30 years to recognize that there would be substantial credible testimony
in any FERC proceeding in opposition to the positions held by Dr. Compton.

Q.

Would the FERC, in your opinion, follow Dr. Compton's "equity" and u cost
causation" arguments as he has postulated?

A.

No. As I indicated earlier, the FERC would view the issue from the perspective
of pipeline policy and national interest. The fact that a cost is imposed on one party is
not a controlling issue. The fact that the one party, in this case Questar Gas, has costs
imposed by application of a tariff is neither new nor troubling to the FERC. An
analogy would be the case where the FERC allows an industrial customer to bypass a
local distribution company and connect to a pipeline. In the case of Arcadian and
others, the FERC's preference for encouraging or supporting competition has resulted
in costs being imposed on an LDC. even though it had taken no action that caused the
costs.

Q.

Do you agree with Dr. Compton and Mr. Flansen that QPC is "over earning on
its regulated pipeline activities" and that this should be an "offset to how much
of the CDR cost burden should be borne by Questar Gas" in this case?

A.

As both a former state and federal regulator. 1 would emphatically disagree with
this proposal. Dr. Compton should recognize that this approach directly violates the

Rebuttal Testimony of
Branko Terzic

Exhibit QGC 10R
Docket No. 99-057-20
Page 10 of 10

1

"cost causation" principle he has presented. The implications of his proposal are

2

indefensible. He would have this Commission develop a revenue requirement or cost

3

of service for Questar Gas and then subtract the pipeline's "over-earning/' I assume

4

that this Commission has no authority to credit the earnings of any FERC-jurisdictional

5

pipeline to the distribution company. Surely, if Questar Pipeline were "under-earning,"

6

this Commission would not even entertain the notion that the deficiency be added to

7

Questar Gas's cost of service. I suggest that this Commission has ample experience

8

dealing with affiliated interests to be wary of any proposition that takes—either directly

9

or indirectly—profits or losses from one affiliate and moves them to another, whether

10

or not they are in the same regulatory jurisdiction

11

I do not know whether QPC is "over-earning" or not, and Dr. Compton has his

12

own opinion. However, when it comes to setting rates and establishing tariffs, whether

13

or not QPC is over- or under-earning is subject to FERC investigation, deliberation and

14

orders.

15

Q.

Does that conclude \ o u r testimony in this matter?

16

A.

17

II Stale I tah Generals WO>n:o IcMimom icr/u. reh tt Pl>

Yes. it does.
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June 5, 2000
9:20 a.m.
PROCEEDINGS
CHAIRMAN MECHAM: All right. Good
morning. Let's go on the record in Docket No.
99-057-20 entitled In The Matter of the Application
of Questar Gas Company for an increase in rates and
charges.
Let's take appearances for the record,
please.
MR. SACKETT: Good morning, Commission.
I'm Gary G. Sackett, along with Jonathan M. Duke and
Charles E. Greenhawt, for Questar Gas Company.
MR. GINSBERG: Michael Ginsberg for the
Division of Public Utilities.
MR. TINGEY: Doug Tingey for the Committee
of Consumer Services.
MR. DODGE: Gary Dodge for the Large
Customer Group.
MR. REEDER: Robert Reeder for the
Industrial Gas Users.
MS. SCHMID: Good morning. Patricia Schmid
for Kern River Gas Company.
MR. SMITH: Craig Smith and Harold Ranquist
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1 on behalf of Intermountain Municipal Gas Agency.
2
MS. WOLF: Betsy Wolf on behalf of Salt
3 Lake Community Action Program and Crossroads Urban
4 Center.
5
MR. SWENSON: Roger Swenson on behalf of
6 Magnesium Corporation of America.
7
CHAIRMAN MECHAM: Anyone else? Not that
8 that isn't enough. Okay. Now, based on my
9 understanding, we have two stipulations, one of which
10 the Division and the Committee and Questar entered
11 into entitled Joint Stipulation of Revenue
12 Requirement Issues. Then there is a stipulation on
13 the C02 plant in which the Division and Questar
14 participated. I'm wondering, are all parties aware
15 of those and received copies?
16
MR DODGE: We have.
17
CHAIRMAN MECHAM: Okay. Shall we go
18 straight to the witnesses that are supporting that
19 revenue requirement stipulation?
20
MR. SACKETT: We can do that. I thought it
21 might be helpful, even to the Commission, for us to
22 update at least one other item. In addition to the
23 two stipulations that you have just referred to, the
24 parties have also been working rather diligently to
25 put together a third stipulation concerning rate

design and allocation issues, and I think it's fair
to represent that there is agreement in principle on
a number of those issues among four parties, the
Industrial Gas Users and the Large Customer Group,
the Division of Public Utilities and Questar Gas
Company, and it is anticipated that that stipulation
would be filed this afternoon. That would take care
of several of the rate design and cost allocation
issues, but you will note, as with the C02
settlement, the Committee has not agreed to sign on
to that stipulation so that, even when it's offered,
it would presumably be, at least in part, contested,
as the C02 stipulation is currently contested.
CHAIRMAN MECHAM: Okay.
MR. SACKETT: If the Commission wants to go
straight to the witnesses for those two stipulations
that have been filed, we can do that. We were
prepared to give a little bit of a road map about
where we think the rest of the case is going, but we
can sidestep that if that's the Commission's
preference.
CHAIRMAN MECHAM: How long does it take to
go through the road map?
MR. SACKETT: Well, I just wanted to
essentially verity that all the parties and the
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Commission are in agreement about the sequence of
events. It would be that the two stipulations would
be taken care of with witnesses to testify in
support. It is our understanding that we have an
agreement that the revenue requirement stipulation
would be supported by a panel of three witnesses, one
each from the Company, the Division and the
Committee, and that that would be taken first so that
all of the issues that are taken care of in that
stipulation could be set aside.
That will leave, as the first contested
issue, the C02 issue, which is the subject of the
agreement between the Division and the Company, and
two witnesses, one for the Company, Mr. Allred, and
one for the Division, Mr. Alt, would testify in
support of that as the second item of business, and
then, since the issue is a contested issue with the
Committee, the Company and the Division would make
their witnesses available. That is to say the
witnesses who had filed testimony on that issue would
be available. To the extent that the Commission or
any other party wishes to cross examine them, they
would be tendered.
Then that would leave, beyond that,
essentially two contested revenue requirement issues
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that there is no stipulation about. One is the issue
that we have denominated as the postage allocation
issue, and that would leave the major issue of rate
of return on common equity and the corresponding
capital structure issue. The parties have generally
agreed and we've communicated to the Commission that
that issue is scheduled to be dealt with on
Wednesday. That's when the foreign witnesses are
coming into town. And in that block someplace, the
issue which has not been addressed in any stipulation
that has been raised by the Salt Lake Community
Action Program on the $250,000 weatherization issue
would be folded in sometime probably Wednesday or
Thursday, and that would leave, after rate of return,
to be dealt with only the remaining cost allocation
and rate design issues to the extent that they're not
entirely dealt with by the stipulation that we intend
to file this afternoon.
That we believe to be the road map of
events, and so if there are no questions about where
we are and where we think we're all headed and there
are no disagreements, then I think we are prepared to
go forward with witnesses to support the first
stipulation, namely, the revenue requirement
stipulation.
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CHAIRMAN MECHAM: Is there any objection on
our taking administrative notice of it? Frankly, I
think we already did. We may not have issued an
order. But I believe that would be the request
circulated among the Commission and it was approved,
so we will take administrative notice of— anything
in specific or do you want ~
MR. TINGEY: All of it.
MR. SACKETT: I think the parties generally
concur that the entire record would be available as a
part of the evidence in this proceeding.
(Discussion among the commissioners.)
MR. SACKETT: Before we call the three
witnesses, I just wanted to indicate that the general
framework of the revenue requirement stipulation is
formed around three groupings of issues that sort of
followed sequentially and were the result of
continued negotiations over a fairly long period of
time, but there turned out to be a fairly large group
of issues that we called Group I that were agreed on
prior to any settlement. That is to say those issues
would have been concurred with even if we had gone
tooth to toenail on all of the other issues, and
they're set out in Group I on the exhibit that's
attached, and Mr. Allred, Mr. Alt and Mr. Gimble will
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CHAIRMAN MECHAM: Mr. Tingey.
MR. TINGEY: Thanks. Just a couple of
thoughts. The general outline we've just heard seems
appropriate. In response to the discussion about
this stipulation to be filed this afternoon and the
Committee's position, we just got a copy of it this
morning. We'll look at it. We'll see. Don't know
if we'll join any parts of it or not, but CHAIRMAN MECHAM: That's fine.
MR. TINGEY: - we'll take a look. And we
may not join any of it. Or may not —
CHAIRMAN MECHAM: Understood.
MR. TINGEY: Okay. There's one other
issue, before we get started, that might help clarify
or make things easier, and that's the outstanding
motion of Questar to incorporate the record from the
old C02 case. If that's incorporated or not, it will
change the length and tenor of these hearings, so can
we - 1 guess I'm asking, can we deal with that one
first?
CHAIRMAN MECHAM: You mean have the
Commission take administrative notice of the record
in 98-057 - whatever the last number was.
MR. TINGEY: Yes.
MR. SACKETT: It's 12.

1 probably discuss them in more detail.
2
The Group II issues were the real core of
3 the settlement, a fairly large group of issues that
4 have been generally called accounting issues that
5 were the subject of a fair amount of give and take as
6 among the three parties, and they would have been
7 contested in front of the Commission had a
8 stipulation and agreement not been reached.
9
And then the Group III issues are those
10 handful of issues, the postage issue, rate of return,
11 C02, that will be the subject of testimony and cross
12 examination.
13
CHAIRMAN MECHAM: Okay. All right. Thank
14 you. Just in case it wasn't clear, we are taking
15 administrative notice of the entire record in Docket
16 98-057-12. All right. Let's go to the panel of
17 witnesses, then, unless anyone else has anything.
18 Mr. Ginsberg, do you have anything?
19
MR. GINSBERG: The only other thing that
20 wasn't mentioned is I think we intended to introduce
21 the evidence with the revenue requirement witnesses
22 themselves, but do not intend to have them called as
23 witnesses, unless the Commission desired to have
24 questions of them. The ones who originally filed
25 testimony.
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CHAIRMAN MECHAM: All right. Want to do
that first?
MR. GINSBERG: We could do it after, too.
Either. Whatever your pleasure is.
MR. REEDER: So that you can understand why
there's silence on this side of the room, we would
advise you, the stipulation you will see this
afternoon will resolve our position with respect to
the revenue issues and the C02 issues, so we will not
oppose those issues, so that if you see us sitting
somewhat silent, you can understand why, and you will
also understand more fully this afternoon.
CHAIRMAN MECHAM: You thought we might
think that was out of character, Mr. Reeder?
MR. REEDER: That is the reason for the
explanation.
CHAIRMAN MECHAM: Okay. Why don't we go to
the three witnesses first and perhaps introduce what
we need to to sponsor their testimony today and then
we'll go to the revenue requirement exhibits
afterwards.
MR. SACKETT: Where are we going to place
these folks?
MR. TINGEY: How about right where they
are?

Page 16
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 17

Page 15
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

CHAIRMAN MECHAM: Well, right where they
are doesn't work for Mr. Allred.
MR. ALLRED: Oh. I'll sit back down.
MR. GINSBERG: He could go to the witness
chair.
CHAIRMAN MECHAM: Yeah. Mr. Allred, why
don't you take the stand, since there's a microphone
there. All right. Mr. Alt and Mr. Gimble - why
don't the three of you stand and we'll swear you in
simultaneously.
DANIEL E. GIMBLE, LOWELL E. ALT, JR., ALAN K. ALLRED
called as witnesses and sworn, were examined and
testified as follows:
CHAIRMAN MECHAM: You each may want to
identify yourselves and identify the entity you're
representing.
MR. GIMBLE: I'm Daniel E. Gimble. I'm
presently employed in the position of energy group
manager with the Committee of Consumer Services.
MR. ALT: I'm Lowell Alt, manager of the
energy section with the Division of Public Utilities.
MR. ALLRED: I'm Alan Allred, manager of
regulatory and gas supply services for Questar
Regulated Services.
CHAIRMAN MECHAM: Okay. Does it make any

sense to admit their exhibits in advance of the
others?
MR. GINSBERG: We probably should have also
the joint stipulation marked as some type of joint
exhibit, too.
CHAIRMAN MECHAM: Yeah. Let's go off the
record just a minute.
(Discussion off the record.)
CHAIRMAN MECHAM: All right. Let's go back
on the record. While off the record, we have marked
the joint stipulation on revenue requirement issues
as Revenue Requirement Stipulation 1. Is there any
objection to its admission? All right. We'll admit
it.
We also identified Mr. Alan Allred's
testimony as QGC 1 with 1.1 through 1.5 attached.
Mr. Allred's rebuttal testimony is identified as
QGC 1R, with 1R.1 through 1R.3. And then we
identified Susan Glasmann's testimony as QGC 2, with
2.1 through 2.4 attached. She had rebuttal
testimony, which is marked QGC 2R.
Then we identified Mr. Ron Durtschi's
testimony as QGC 3, with 3.1 through 3.5 attached,
and then Gary Robinson's testimony we marked as QGC
5, with 5.1 through 5.6 attached. He filed rebuttal
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testimony, which was marked QGC 5R with Exhibits 5R.2
through 5R.6.
And then we also marked QGC 11R with 1 iR.l
attached. Mr. Duke refreshed my memory of the name
of the witness.
MR. DUKE: Shahab Saeed, S-A-E-E-D.
CHAIRMAN MECHAM: All right. And, again,
his was QGC 11R, with 1 IR.l attached. Now, you're
talking about certain revisions having been made.
Perhaps you can identify specifically which were
revised.
MR. DUKE: Okay. The revised exhibits are
1.5 R-E-V --1 won't say the R-E-V, if that's all
right. I'll just say-CHAIRMAN MECHAM: We'll just call it 1.5
Revised.
MR. DUKE: Okay. 3.2 RevisedCHAIRMAN MECHAM: Now, wait a minute.
Okay. Mr. Durtschi's.
MR. DUKE: Durtschi's. 3.2, 3.4, 3.5, and
then attached to Mr. Robinson, 5.2 through 5.6.
CHAIRMAN MECHAM: Now, I've already
identified those. Those aren't ~ are those
p
revised?
v
MR. DUKE: Those are revised.
E

Page 20

Page 18

1
2
3
4
5
6
7
8
9
0
1
2
L3
[4
15
16

1i
18
19
20
21
22
23
24
25

CHAIRMAN MECHAM: So 5.2 through 5.6
Revised.
MR. DUKE: Those change his revenue
requirement numbers to update for the actuals.
CHAIRMAN MECHAM: Okay.
MR. DUKE: And then Barrie McKay CHAIRMAN MECHAM: All right. We haven't
touched Mr. McKay's testimony yet.
MR. DUKE: Okay.
CHAIRMAN MECHAM: So when we get to him,
we'll revise his. All right. With respect to those
exhibits, are there any objections to their
admission? We will admit them as they've been
identified.
(Whereupon Exhibits Revenue Requirement
Stipulation 1;QGC 1, 1.1 - 1.5; QGC 1R, 1R.1 - 1R.3;
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Q G C 2, 2.1 - 2.4; Q G C 2R; Q G C 3, 3.1 - 3.5; Q G C 5, 17
5.1 - 5.6; Q G C 5R, 5R.2 - 5R.6; Q G C 11R, 11R.1, QGC 18
1.5 Revised; QGC 3.2 Revised, QGC 3.4 Revised; QGC
19
3.5 Revised; QGC 5.2 - 5.6 Revised were marked and
20
received in evidence.)
21
(Discussion off the record.)
22
CHAIRMAN MECHAM: So we've now entered the
23
original exhibits as well as those that have been
24
identified as having been revised.
25

course, Mr. Alt's testimony, which is marked as DPU
8, with no attachments, and then Mr. Ginsberg has
offered the testimony of Mary Cleveland, which is
marked as DPU 3, and then there's an Appendix A,
which is Ms. Cleveland's resume, and attached behind
that are DPU 3.1 through 3.14, and then Ms. Cleveland
also filed rebuttal testimony, which was marked DPU
3R, with 3.1R through 3.4R, and then, Mr. Ginsberg,
there isn't a 3.5R. There's a 3.6R. And there isn't
a3.7R,butthere'sa3.8R.
MR. GINSBERG: These are revisions to the
corresponding direct testimony exhibits that matched
that particular adjustment, so there wasn't one for
the ones that are missing.
CHAIRMAN MECHAM: And then at the very
bottom of the list it's got a - she's got - oh,
that's ~ okay. 3.1 OR. So there is the prefiled
rebuttal that is 3. 3.1R through 3.4R are
consecutive. Then there's no change to 3.5. There's
the 3.6R. No change to 3.7, therefore, there's not a
3.7R. 3.8R. No change to 3.9. So there's no 3.9R,
and then there is a 3.1 OR.
Then we've got the testimony of Thomas
Peel, which is marked DPU 4, with 4.1, and then
attached to that is 4.1.1, and then there is a 4.2,
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MR. DUKE: That's correct.
CHAIRMAN MECHAM: Okay. Now, with respect
to Mr. Larkin's testimony, representing the
Committee, he has offered what was marked as CCS 1.
He has Appendix 1, which are his qualifications, and
then he's got CCS 1.1 through 1.13, all of which are
his direct testimony. And then he has CCS 1R with
CCS 1R.1 through 1R.12. Correct?
MR.TINGEY: Yes.
CHAIRMAN MECHAM: Are there any objections
to the admission of his testimony? All right. We
will admit it.
(Whereupon CCS 1, Appendix 1, 1.1 - 1.13;
CCS 1R, 1R.1 - 1R.12 were marked and received in
evidence.)
CHAIRMAN MECHAM: And then we also have the
testimony of Eric N. Orton, which was marked as CCS
2, with CCS 2.1 through 2.3 attached. Are there any
objections to the admission of CCS 2, with 2.1
through 2.3 attached? Okay. We'll admit those.
(Whereupon Exhibits CCS 2, 2.1 - 2.3 were
marked and received in evidence.)
CHAIRMAN MECHAM: So we've now admitted
those two witnesses' prefiled testimony.
Then, concerning the Division, we have, of
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4.3,4.4, 4.5 and a 4.5.1. And Mr. Peel
filed
rebuttal, which is marked as DPU 4R, and then he has
a 4.3R, which revises 4.3. And we have the testimony
of Paul Mecham, which was marked DPU 5, with 5.1
through 5.4 attached, and then he has rebuttal
testimony marked 5R with attachments 5.2R and 5.3R.
Are there any objections to the admission
of those Division exhibits that I've just
identified? All right. We'll admit them.
(Whereupon DPU 8; DPU 3, Appendix A, 3.1 3.14; DPU 3R, 3.1R - 3.4R, 3.6R, 3.8R, 3.10R; DPU 4,
4.1,4.1.1, 4.2-4.5,4.5.1, DPU 4R,4.3R; DPU 5,
5.1 - 5.4; DPU 5R, 5.2R and 5.3R were marked and
received in evidence.)
CHAIRMAN MECHAM: All right. Perhaps now
we can go to the three-member panel.
MR. SACKETT: Thank you, Mr. Chairman. I
think it's the general agreement of the parties that
Mr. Allred would take the lead in giving an outline
of the Company's view of the stipulation, and rather
than do formal Q and As, I'll simply turn Mr. Allred
loose and let him give a narrative of how we think
it's a reasonable resolution of the issues.
CHAIRMAN MECHAM: Okay.
MR. ALLRED: The Company, Division and
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Committee have agreed to a settlement of all revenue
requirement issues in this case, except the C02 cost
recovery issue, the postage allocation issue, the
return on equity issue and the Salt Lake Community
Action program, Crossroad Urban Center low income
weatherization proposal.
During the time between the February 18th,
2000 update for 1999 actual data and mid May, the
Company, the Division and the Committee have come to
common positions on 16 of the contested issues in
this case listed in Group I of the stipulation
exhibit.
In addition, there were some other
adjustments which were corrections to data which were
not opposed by any party. As a result, the revenue
deficiency using the Company's position on the
remaining issues was $21,711,000. The Division's
deficiency was 10,261,000 and the Committee's
deficiency was 5,766,000.
In settlement discussions, the Company,
Division and Committee reached an agreement on 19
additional issues, shown in Group II of the
stipulation exhibit. There was no issue by issue
agreement, rather, each party assessed their position
on the issues and determined what they felt was a
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just and reasonable outcome.
While the parties could not agree on a
common position issue by issue, each party agreed
that the Company's $21,711,000 deficiency should be
reduced by $1,550,000 to produce a just and
reasonable outcome.
In addition, Questar Gas and the Division
agreed upon a $5 million level of cost coverage for
C02 processing. This agreement is detailed in a
separate stipulation; however, the result of this
agreement is shown in the exhibit attached to the
stipulation under the Group III, Item A. The result
of this revenue stipulation and the C02 stipulation
reduced the Company's revenue requirement from the
21,711,000 to 17,816,000. The Division's position is
12,785,000, and the Committee's position is
7,202,000.
The Division, the Company and the
Committee have also agreed that, as the FERC-approved
GRI surcharge is reduced at year end, at the end of
the year 2000,2001,2002, 2003, until that is fully
phased out, that all of these parties will support
the transfer of a like amount of cost from the
commodity portion of rates to the DNG portion of
rates in the year-end passthrough filings.

Questar Gas has agreed to provide
information on the R&D projects it supports and
agrees that any party can challenge Questar's Gas's
participation in such R&D projects in any appropriate
proceeding. Questar Gas has also agreed to
contribute to R&D projects undertaken by
organizations such as GRI that are designed and
expected to benefit natural gas LEC customers.
I believe this settlement is a just and
reasonable result for the items covered by the
stipulation on those items. It represents a
resolution agreed to by all of the parties that have
taken a position in this case and I urge the
Commission to adopt this stipulation.
MR. SACKETT: Mr. Allred, I have a question
for you. Would you turn to what's been marked —
actually, it's the exhibit that's attached to Revenue
Requirement Stipulation Exhibit 1. Can you just
explain for the Commission those sections with all
the zeros in them? There's a section in the middle
of the first group that has a bunch of zeros, and
then there's a section in the second ~ Group II that
has a bunch of zeros. Can you explain why those are
all zeros?
MR. ALLRED: The Group I zeros represent
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that those were items which the Company, the Division
and the Committee had already agreed upon the outcome
prior to when we started discussion of settlement
issues, and lhat basically reduced the Company's
position to the 21,711,000, and so there were no
further adjustments related to that.
The Group II issues are those issues that
were agreed to in the settlement discussions and the
numbers in the columns two, three, four and five
represent the positions of the various parties. The
Company's numbers are zero because those numbers were
already included in the 21,711,000. All of these
numbers in the other two columns represent the change
in the Utah revenue requirement that would result
from those positions. So the positions of the other
two parties, the DPU and the CCS, are shown. The
adjustments they would have had - they would have
been making to the 21,711,000 deficiency number.
Then over in the stipulated position,
again, those are all showing zeros because there was
no issue by issue resolution, but, rather, the total
resolution of $ 1,550,000. And then, finally, in the
Group III contested items, again, the positions of
each of the parties is shown on both the middle
section and the far right section, columns, six,
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seven and eight.
MR. SACKETT: Thank you. That's all I
have.
CHAIRMAN MECHAM: Thank you. Mr. Alt?
MR. GINSBERG: We have an exhibit. Do you
have that in front of you?
CHAIRMAN MECHAM: Yes.
MR. GINSBERG: It's entitled Division of
Public Utilities in Support of the Joint Stipulation
on Revenue Requirement.
CHAIRMAN MECHAM: Let's go off the record
just a minute.
(Discussion off the record.)
(Whereupon DPU 8.1 and CCS 7 were marked
for identification.)
CHAIRMAN MECHAM: Okay. Let's go back on
the record. While off the record, we marked the
exhibit Mr. Ginsberg identified as the Division's
exhibit in support of the joint stipulation on
revenue requirement as DPU 8.1, in association with
Mr. Alt's testimony. Go ahead, Mr. Alt.
MR. ALT: The Division, as Mr. Allred
indicated, participated in several settlement
meetings with both the Committee and the Company, and
our intent was to see if we had some common ground,

1 million worth of adjustments to approximately $1.55
2 million worth of adjustments that we agreed to.
3
The shading is kind of light, but there are
4 six adjustments that are shaded, and those are the
5 ones that the Division made changes in our position
6 to get to the stipulation. The first one was Item I,
7 the Jazz/Buzz/Grizz tickets. And, basically, this
8 was worth $20,000, and the Division, after taking
9 into account additional information that we got
10 during our settlement talks and re-evaluating those,
11 we decided that that issue — that we could drop
12 that.
13
And the next one, Item K, the lead-lag
14 study, the Division, in our review of the Company's
15 filed case, concluded that the lead-lag study was
16 essentially old and needed to be updated. There was
17 a Committee adjustment that needed to be incorporated
18 in it that dealt with the average balance in the
19 equal pay plan, and the Company willingly and very
20 diligently, in our view, took upon this task of
21 updating their lead-lag study, and our auditors met
22 with the Company several times and we concluded that,
23 with a few adjustments, after they'd finished it,
24 that we reached an agreement with the Company that
25 the lead-lag study was very appropriate, and even
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and to see if we could reduce some of the issues that
would have to be addressed in the hearing, and as Mr.
Allred mentioned, the exhibit in the revenue
requirement stipulation breaks the issues into three
categories, Group I, II and III, and Group II, which
contains 19 issues, are the ones that were resolved
through the stipulation, and the Division's change in
their position as a result of that stipulation was an
increase of approximately $1.2 million increase in
revenue requirement, from 10.3 to 11.5 million, and
as he pointed out, the C02 stipulation brings that
number up to 12.8 million, approximately.
And as Mr. Allred also said, we didn't
settle on each issue individually in that Group II.
There's 19 issue. But we settled on a number, and
each party got to that number in a different way, and
I'd like to briefly describe how the Division got to
that number. And the Exhibit DPU 8.1, under Item 2,
the Division's rationale for the stipulated 19 issues
shows how - in the first column, labeled DPU
Adjustments, those are the same numbers shown in the
revenue requirement joint exhibit under the May 15th
positions, and then next to that, to the right, I
show the Division's stipulated position to show the
ones that changed and that show how we got from $2.7
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more so appropriate than their original one that
they'd filed or used in their original filing in this
case.
And so our original adjustment, as I
understand it, would have discounted the old lead-lag
study, but when we took into account the new one, it
resulted in a change of approximately $242,000
removal of adjustments, and with a net adjustment
ending up at only $43,000.
The next item was prepaid pension plan,
Item L. And this one, I think within our own
discussions entirely, we felt that this was probably
one of the more difficult adjustments to explain and
that we felt that this was one that we were weak on
in terms of actually what our prospects were for
winning this adjustment, and so we felt that this was
one we could give on if we were going to settle parts
of the case, and so basically what we did is actually, the number was arrived at kind of backing
into it to balance to the 1,550. The other numbers
were actually derived, and so if I move on to the
next one, O, which is Questar Gas's incentive plans
that we felt were appropriate and should be recovered
in the rate case in rates. Originally our position
had some disallowance for the customer satisfaction
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goal. We picked a level of disallowance that was
somewhat arbitrary, just based on an opinion that it
wasn't as clean as the link to the benefit to
ratepayers that we wanted, and in negotiations we
felt that we would give up this disallowance and just
provide for full allowance of all the safety and
customer satisfaction goal-related incentive plan
costs, and so that resulted in a change from $590,000
to a disallowance of only $373,000.
And the next item, P, uncollectibles, we
gave some additional consideration to this issue and
came to the conclusion that if we used a three-year
average using the years '97 to '99, that that would
be reasonable for the purposes of this case and that
the three-year average, what it was was the average
of the percent that uncollectibles or writeoffs
amounted to as a percentage of the total accounts
receivable. That's what the three-year average was.
And when we did that, it reduced our adjustment from
484,000 to 274,000, a change of 210,000.
The last item, R, the GRI cost, we
re-evaluated that and spent quite a bit of time
working with the Company on that and we think that
the final resolution of that, as described by Mr.
Allred, is a very reasonable approach. The approach
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1 revenue requirement stipulation number, and if I
2 didn't say so, we marked it as CCS 7.
3
MR. GIMBLE: And I have a correction to
4 make on that exhibit.
5
CHAIRMAN MECHAM: Okay.
6
MR. GIMBLE: When we go back on the record.
7
CHAIRMAN MECHAM: We're on.
8
MR. GIMBLE: Under contested issues, Group
9 III, under C02 contract costs, that number should be
10 7,343,000, and it tracks all the way through to
11 Column 8, also.
12
CHAIRMAN MECHAM: Now, say that one more
13 time. I'm sorry.
14
MR. GIMBLE: The C02 contract costs, in
15 terms of the number we're recommending be disallowed,
16 excluded from rates, should be 7,343,000, so it
17 should be three instead of zero. And that impacts
18 our overall recommendation. It changes it by $3,000.
19 The number should be $7,202,000.
20
CHAIRMAN MECHAM: Okay. Thank you.
21
MR. TINGEY: As we've done before, we'll do
22 part of this in question and answer format. So start
23 with the purpose of your testimony here this morning.
24
MR. GIMBLE: Basically, the purpose is to
25 support this stipulation reached between the
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does not result in a change to the customers' rates
at the time that - each year when FERC phases down
the recovery of the GRI cost and the pipeline's cost,
and it would automatically be transferred in the
year-end passthrough case into the distribution
nongas costs, so the customers would not see a rate
change, but in any future proceedings that use that
time period where those costs would be included in a
test period, the parties would reserve the right to
review and challenge those costs as being beneficial
to the ratepayers, and we thought, on that basis,
that the ratepayers were ultimately protected and
that this was a reasonable outcome and the plan
allows for reasonable planning of the transition of
these phase-downs by FERC. And so that basically
concludes my presentation.
CHAIRMAN MECHAM: Okay. Is there any
objection to the admission of DPU 8.1? All right.
We'll admit it.
(Whereupon DPU 8.1 was received in
evidence.)
CHAIRMAN MECHAM: Mr. Gimble, while off the
record we marked an exhibit entitled Utah Revenue
Requirement Stipulation that the Committee is
offering to explain how it arrives at the joint
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Committee, Division and Questar that settles the vast
majority of revenue requirement issues in this
proceeding; second, to briefly discuss how the
Committee's revenue requirement position unfolded
through the case; third, explain the various
adjustments, like Mr. Alt did, that comprise the
settlement document.
MR. TINGEY: Did you participate in the
negotiations that culminated in this settlement?
MR. GIMBLE: Yes, I did. Eric Orton was
the project manager for the Committee on this case,
and he and I represented the Committee in settlement
discussions that produced the stipulation. Also, Mr.
Tingey joined us for some discussions on rate
design — the rate design stipulation that was just
presented to you.
MR. TINGEY: Did the Committee proper, the
actual Committee of Consumer Services, vote on the
stipulation 9
MR. GIMBLE: Yes. Some people call it the
Committee board. I think it's really just the
Committee. But last week a quorum of the Committee
voted unanimously to support the stipulation.
MR. TINGEY: What was the Committee's
position in direct testimony?
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MR. GIMBLE: That Questar Gas's revenue
requirement be increased by about $1.8 million.
MR. TINGEY: And did that recommendation
change in rebuttal testimony?
MR. GIMBLE: Yes, it did. It changed
markedly. In rebuttal testimony the Committee
position was revised to a rate increase of about $6.3
million. The difference between our direct case and
our rebuttal case stems from five adjustments. First
we adopted the Company's gross receipts tax
correction which increases test year expense by about
$1.4 million.
Second, we adopted the Company's correction
for prior clearing accounts. That increases test
year expense by about $320,000. We had a very
significant adjustment involving the equal payment
plan adjustment. Mr. Alt talked about that a little
bit. We eliminated that adjustment, which increases
revenue requirement by about $2.8 million, and the
reason we eliminated it is, upon reviewing additional
information, Mr. Orton was able to verify that the
revenues associated with the equal payment plan had
already been included in the Company's lead-lag
study, so an adjustment wasn't necessary. And that
had the impact of increasing rate base from direct to
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a million dollar impact.
I'll just let you know, the most notable
adjustment in that category -- they're pretty small
adjustments, except for a couple — is the increase
in other revenues of 370,000 to reflect the actual
test year amounts for Utah service initiation fees
and Utah new premise fees.
MR. TINGEY: Now, turning to the stipulated
issues which have been referred to as Group II here,
overall, what was the Committee's pre and post
settlement position?
MR. GIMBLE: Including - incorporating the
impact of the new lead-lag study bumped up our case
by a bit. It summed to a total of a revenue
requirement disallowance of about $3 million dollars.
2.9. The Committee either conceded or revised
downward certain adjustments to secure what we
thought was a favorable disallowance of 1.55
million.
MR. TINGEY: So, from the Committee's
perspective, can you tell us which adjustments
comprise that 1.55?
MR. GIMBLE: I'll do as Mr. Alt did, kind
of go down a list. Starting with in-flight audios,
costs were incurred related to interviews with
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rebuttal by about $20 million.
Fourth, we increased the amount of the
revenue adjustment for the gain on property sales.
We got additional data requests in after we had filed
our direct testimony. We included that information
in our rebuttal position. That had the effect of
really decreasing revenue requirement by roughly
$146,000.
Fifth, we revised our recommended rate of
return on rate base from 9.55 percent to 9.72 percent
to reflect our cost of capital witness's primary
recommendation -- that's John Legler - which is 11
percent ROE, and the capital structure including
51.24 percent equity.
MR. TINGEY: And, in fact, we talked
earlier about Company documents on revenue
requirement adjustments before settlement talks; is
that correct?
MR. GIMBLE: Right. The Company did
adopt — I think there was something like 15 or 16
adjustments that are included in the settlement
exhibit under Group I, category of uncontested
issues. This reduced the Committee's proposed
revenue requirement increase from approximately 6.3
million to about 5.7 million, so it had about a half
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Questar's vice-president of public affairs. They're
aired on certain airlines. We think this information
is primarily financial in nature and benefits
r
shareholders. The Committee proposed an adjustment
of $10,000. The Division has a similar adjustment, a
little bit higher. We adopted the Division's higher
figure for settlement purposes.
1999 fact sheet, Questar's test year
financial advertising costs included a fact sheet
V
that was placed in a number of magazines. The fact
sheet depicts financial highlights, investor-related
information and so forth. In testimony, the
Committee proposed to remove of all the costs, which
totalled about $79,000. For settlement purposes, the
Committee removed about 50 percent of the costs, or
$39,000.
Let's see. Additional AGA dues. The
Company's filing included an adjustment to remove 1.4 L
percent of AGA dues for promotional advertising. In
|
testimony, the Committee recommended that an
1
additional 51,000 be removed for costs related to
|
governmental relations. For settlement purposes, we
|
removed only about 10 percent, or $5,000 of these
I
costs.
|
The fourth item, homebuilders, economic
1

1
.
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development, miscellaneous, this was a Division
adjustment wherein they recommended an $8,000
adjustment to decrease costs associated with the
Company contributions to homebuilders associations
and small community economic development programs.
We adopted the Division's proposed adjustment for
settlement purposes.
The fifth one, Economic Development
Corporation, in testimony, the Committee proposed
removing 38,000 in payments made to the Economic
Development Corporation of Utah, the EDC, from test
year expense. This adjustment, we believe, is
entirely consistent with the Commission's decision in
Docket No. 93-057-01. That's the last time revenue
requirement issues were litigated in full with
Questar. The Committee has included this $38,000
decrease as part of its settlement position.
Questar Corporation incentive plans. In
testimony, we recommended removing $22,000 of expense
included by the Company for Questar Corporation
incentive comp. This adjustment was proposed to
reflect the actual test year level of expense for
this plan, which was actually zero. The Committee
has included this $22,000 decrease as part of its
settlement position.
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is probably our most significant issue of the Group
II issues. In testimony, we recommended that the
nearly $1.1 million gain in test year revenue
stemming from property sales - I think it was South
Salt Lake and Price — be fully recognized in test
year rates. The Division recommended that the gain
be amortized over a three-year period for a test year
amount of 366,000. For settlement purposes, the
Committee includes 555,000 in revenues, which is
about 50 percent of the total for the test period.
Moving along to QGC incentive plans
allowed, the Committee excluded overhead in
calculating our proposed $514,000 adjustment to
Questar Gas/Questar regulated incentive plans.
Making that a correction for overheads results in a
disallowance of about 373,000, so that's the number
the Committee has reflected for settlement purposes.
I would parenthetically note that the
Committee is allowing into rates incentive
compensation relating to customer service and safety
goals and has excluded those amounts relating to
financial goals. This appears to be consistent with
the Commission's practice in this area.
Uncollectible accounts. In testimony, the
Committee recommended using a five-year average for
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1
Moving along, the Company store, this is a
2 Division adjustment. They recommended removing an
3 accounting error of some $38,000 pertaining to the
4 production of a book detailing the history of Questar
5 Corp. I'm not sure that's made the top ten on the
6 New York best seller's list, but, anyhow, for
7 settlement purposes, the Committee adopts the
8 Division's proposed adjustment.
9
A more significant issue, lead-lag study
10 update. Based on a Division request, Questar Gas
11 prepared and just recently filed a new lead-lag
12 study. We understand that a number of corrections to
13 the study were recommended by the Division and
14 ultimately adopted by the Company. We really haven't
15 had adequate time to review the study in detail and
16 cannot comment on its accuracy. For settlement
17 purposes, we adopt the results of the new lead-lag
18 study.
19
We do, however, strongly urge the
20 Commission to order that future lead-lag studies
21 should accompany a utility's initial filing of
22 testimony and exhibits. That will allow parties
23 ample time to review the study and identify any
24 conceptual or technical problems.
25
Next item, gain on sales of property, this

1 setting a more normal level of uncollectibles expense
2 for the 1999 test period. This resulted in an
3 adjustment of almost $500,000. For settlement
4 purposes, the Committee conceded to a three-year
5 average, which fosters an adjustment of 274,000.
6
Disrn gas allocation update, this was a
7 Division adjustment wherein they recommended updating
8 the Distrigas allocation factor for the 1999 test
9 year. This adjustment reduces test year costs by
10 $142,000. The Committee believes that this
11 adjustment is entirely reasonable and adopts it as
12 part of our settlement position.
13
Another significant issue, the GRI expense.
14 You've already heard some testimony on that. In
15 their filing the Company included approximately
16 $207,000 of expense relating to the funding of GRI
17 R&D programs. In testimony, the Committee disallowed
18 the expense on the basis that it was a post test year
19 adjustment. Moreover, the Committee and Division, in
20 an earlier letter to this Commission, had proposed
21 deferred ace ounting treatment for these GRI program
22 expenses.
23
As the Commission is acutely aware, a
24 five-year transition is underway involving the
25 transfer of GRI funding from gas pipes lines. In
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other words, the supplier nongas component of rates
to the LDCs, which would be the distribution nongas
component of rates. Paragraph 11 in the stipulation
details the agreement among the parties that allows
the Company to use the year-end passthrough filing to
accomplish this transfer.
Why we agreed to this basically stems from
two provisions. First, Questar Gas has to provide
information on the R&D projects and supports; and
second, any party can challenge the cost
effectiveness level of specific projects to ensure
that Questar Gas's customers receive a net benefit,
so, as part of the settlement package, the Committee
has dropped its proposed $207,000 disallowance
relating to GRI expenses.
The last one is confidential and it has to
do with the reserve accrual. I don't know how much I
can go into that. I can give the bottom line. The
bottom line is we adopted the Division's position.
We believe it's reasonable to allow the Company to
gradually build up a reserve accrual to cover future
liabilities.
MR. SACKETT: Just so that's not too
mysterious, Mr. Chairman, it relates to the fact that
a portion of the Company's insurance coverage for
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general liability is self-insured, and the
confidential part of it related to accruals that
related to a specific case that was being dealt with
by the Company, and we were uncomfortable about
releasing the details of it, but the number and the
issue has to do with some reasonable coverage of
reserves for that kind of self-insurance.
MR. GIMBLE: That ends my itemized list.
MR.TINGEY: Now, if the Commission
approves the stipulation, how does it impact these
revenue requirement recommendations?
MR. GIMBLE: If the stipulation is
accepted, the Committee position is that Questar
Gas's rates should be increased by approximately $7.2
million. That's indicated in the far right bottom
column of the stipulation exhibit.
MR. TINGEY: Do you believe that the
stipulation on revenue requirement issues is in the
public interest and should be adopted?
MR. GIMBLE: Yes, I do. I believe that the
stipulated outcome closely approximates what would
have been ordered by this Commission had these issues
been litigated. In addition, the stipulation greatly
narrows the contested issues in tis proceeding to,
one, the approximately $7.3 million in expense
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relating to the controversial C02 processing
contract, and secondly, about 5.5 million associated
with cost of capital issues, ROE, capital structure.
Thus, the stipulation allows the parties and the
Commission to focus really on the two principal
drivers underpinning Questar Gas's proposed rate
increase.
MR.TINGEY: Why do you feel the need to
describe in some detail the individual adjustments
that comprise the settlement package?
MR. GIMBLE: The Committee, I guess like
the Commission, is a public agency that is
accountable to the residential and small commercial
customers it represents in proceedings before this
Commission, before the legislature, et cetera. If
they so wish, those customers should have the right
to know why the Committee agreed to a settlement and
what individual adjustments make up a settlement
package. Lastly, it allows the - there's probably
more than one attorney in here that would probably
agree with this. It allows the Commission to enter
detailed findings of fact to support its order.
MR.TINGEY: Does that conclude your
testimony?
MR. GIMBLE: Yes, it does.
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CHAIRMAN MECHAM: Is there any objection to
the admission of CCS 7? All right. We'll admit it.
(Whereupon CCS 7 was received in evidence.)
CHAIRMAN MECHAM: Do the panels have
anything more that they want to say in the nature of
direct testimony? Let's take a recess.
(Recess, 10:34 a.m.)
(Reconvened, 10:53 a.m.)
CHAIRMAN MECHAM: Okay. Let's go back on
the record. Are there any questions that anyone has
of the three panelists?
COMMISSIONER WHITE: I have just a couple
of questions, and this may be primarily for the
Division and the Committee. As you went through the
stipulation, am I correct m understanding that all
parties agreed on the 1.5 million, but the Division
and the Committee each assigned different amounts to
different adjustments and then came up with the same
total?
MR. ALT: Yes.
COMMISSIONER WHITE: And Questar simply
said it's sort of a lump sum adjustment and you did
not do the same exercise?
MR. ALLRED: We did not do the same
exercises that the Division and the Committee have
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just described. We looked at the whole collection of
issues. We assessed what the possible outcomes could
be. Our positions we felt strongly about, and we
arrived at ~ in fact, we thought the $1,550,000 was
a reasonable resolution of those issues that we were
willing to live with as a collection with no
particular finding on any particular item or
adjustment.
COMMISSIONER WHITE: Is it going to matter
or will it ever become an issue, say during the rate
effective period, that the Division and the Committee
have given different values to different items? In
other words, is that going to cause any complications
with accounting or with any question of precedent,
although I understand the parties say that that's not
an issue.
MR. ALT: Maybe I can offer my comments.
The Division, after this case is over with, will be
doing an audit of the results of operations that
Questar Gas files with us. They file them currently
semiannually. We spend most of the time looking at
what we call the annual ~ the year-end semiannual,
which would be a calendar year basis, and we go
through and we do our audit and then we make our
adjustments and we tabulate everything to decide
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that the settlement closely approximates what the
i
Commission would likely have found in this case,
L
anyway, with respect to the stipulated items.
I
MR. GIMBLE: Yeah, with respect to the
Group II issues.
COMMISSIONER WHITE: So is that another way
of saying that, in your view, there is no significant
departure from Commission precedent?
MR. GIMBLE: You know, I think we just had
to handicap our ~ it's from my perspective, really.
We had to handicap our case and kind of, you know,
see — take into consideration where we think the
Commission would have come down, kind of on a total
basis, and then on certain items, and that's kind of
where we thought the Commission would come down.
I mean, what we've— really, if you
exclude the lead-lag study, we've adjusted our case
by about 1.2 million to get 1.5.
MR. ALT: Can I respond, also?
COMMISSIONER WHITE: Please.
MR. ALT: The Division's adjustments in the
DPU 8.1 that I presented, I showed that most of the
Division's adjustments were unchanged in our support
of the stipulation. Several of those, the reason
that we held fast to them was because they were
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whether or not we think they're overearning or
underearning or right there, and we would probably
make similar adjustments to the ones that we based
our stipulation on. We might make additional ones.
We might refine these. And so, to me, it would
almost be a whole new ball game.
So the Company will file on whatever basis
they want to. That won't prevent us or hurt us, that
we see in any way. I think we can deal with it in
our audit. That would be the way I would respond.
COMMISSIONER WHITE: Does the Committee see
that as presenting a problem?
MR. GIMBLE: I don't think so. I mean, I
don't think there's anything precedential here. We
may have a different view on certain issues, like a
gain on sale, than the Division. They typically use
a three-year amortization. We may want to include it
all in rates for that test period, so...
COMMISSIONER WHITE: Mr. Tingey, you had a
comment?
MR. TINGEY: No. I just agree with the no
precedential value portion of that. That seems to
solve the problem.
COMMISSIONER WHITE: Mr. Gimble, I think
you made the comment that it's the Committee's view
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consistent with prior Commission orders, and so that
was the reason, so I think that addresses your
question about consistency with Commission
precedent. We were trying to be consistent with that
in our support of the stipulation. We did not give
up, in our minds, any adjustment that the Commission
had already ruled on that supported our adjustment.
COMMISSIONER WHITE: Thanks. That helps.
CHAIRMAN MECHAM: So, Mr. Gimble, with
respect to the Committee's current revenue
requirement position of $7.2 million, that takes into
account, obviously, the Committee's position on the
C02 plant treatment and cost of capital and all those
other issues, correct?
MR. GIMBLE: Yes.
CHAIRMAN MECH AM: And are you saying that
rates as they are set now are about where they should
be, given the interim increase in this case?
MR. GIMBLE: I think that's a fair
statement.
CHAIRMAN MECH AM: So, really, with the 7.2
million adjustment, we're there? Approximately.
I've forgotten the exact ~
MR. GIMBLE: Yes. You already have rates
in place I think slightly above that. Not much.
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C H A I R M A N M E C H A M : All right. Are there any
further questions about this stipulation? Okay.
Thank you.
MR. SACKETT: Mr. Chairman, at this time,
the Company would move that the Commission undertake,
if not an expedited, at least a consideration of the
stipulation and approve it as soon as reasonably
possible. It would certainly remove any uncertainty
about the pendency of the issues that have been
settled and we could move on, so the motion would be
that the Commission undertake to approve this
stipulation on the basis of the evidence presented b y
these three witnesses and b y the supporting evidence
that's in the record with respect to all of the
issues in the comprehensive fashion that has been
adopted this morning and spread as part of the
record.
C H A I R M A N M E C H A M : Okay. Thank you. Well,
we'll leave that pending, but we will move on. Let's
go to the C 0 2 stipulation entered into between the
Division and the Company, and I guess Mr. Allred and
Mr. Alt remain at the table.
MR. D U K E : I think maybe we'll go first,
Mr. Chairman, if that's all right.
C H A I R M A N M E C H A M : That's fine.
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MR. ALLRED: The recovery of C02 processing
costs have been a contested issue in front of this
Commission over the past two years. During the
settlement discussions in this case, the Division and
the Company reached a prospective agreement on the
C02 processing cost recovery issue. The settlement
calls for $5 million in C02 processing costs to be
included in the annual revenue requirement in this
case. This cost recovery is in recognition of the
requirement for Questar Gas to manage the heat
content of gas entering its system in order to
protect the safety and well-being of customers.
The term of the C 0 2 ~ the term of Questar
Gas's processing agreement with Questar
Transportation Services will be changed from ten
years to five years, starting ~ and the five-year
period will start from June 1999 when the processing
began. Questar Gas will have a right to C02
processing service on a firm basis up to the full
capacity of the Castle Valley C 0 2 plant during this
period.
There will not be any revenue credits to
Questar Gas from third-party processing done by
Questar Transportation Services. At least for the
foreseeable future, there probably won't be any
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M R . D U K E : First o f all, I want to m a k e

note that we have agreed to settle this issue. This
is Item No. 48 on the revenue requirement
stipulation, so this is a settlement dealing with
that one line item. We have agreed to settle this,
but note that it is still contested by the
Committee. Because of that, after we have presented
the stipulation and given it for your consideration,
as you know, the — we will go on to litigating C02,
and want to caution that Mr. Allred's summary and his
testimony should not be construed to be anything less
than full support of this stipulation.

1
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3
4

revenue credits, anyway, b e c a u s e the full capacity of
the plant is needed to meet Questar Gas's needs.
At the end of the contract, Questar G a s
will have n o interest in o r claim o n the Castle

5

Valley plant. After this five-year period, any C02

6
7

processing needed b y Questar G a s will require
separate regulatory approval for cost coverage.

8

Questar Gas's C02 processing costs will continue to

9
10
11

be based o n cost o f service pricing. In the future,
in a n y future rate proceeding, u s i n g a test year with
data up through J u n e 2 0 0 4 , the m a x i m u m annual amount

12

of C02 processing included in rates will be $5

14 purposes, why don't we just mark this as C02
15 Stipulation, as it is. That's what we'll call it in

13
14

million.
T h e Division will h a v e access to the

15

information on C02 processing costs and can use that

16

the record. Let's go off the record.

16

information as a part of its overall assessment o f

17
18
19
20

(Discussion off the record.)
(Whereupon C02 Stipulation was marked for
identification.)
CHAIRMAN MECHAM: Okay. Let's go back on

17

the earnings levels of Questar Gas. Actual C02

18
19

processing costs o f up to $ 5 million will b e
considered with all other revenues and expenses w h e n

20

reviewing the results of operations for Questar Gas.

21

the record. Mr. D u k e .

21

I believe this settlement represents a just

22
23
24

MR. DUKE: Mr. Allred, you've been sworn
and your testimony has been admitted. I'd like you
to go ahead and give your summary in support of the

25

stipulation, if you w o u l d .

22
23
24
25

and reasonable result regarding the C02 processing
cost coverage issues and I urge the Commission to
adopt it.
MR. DUKE: Mr. Chairman, I have no further

13

C H A I R M A N M E C H A M : All right. A n d for o u r
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questions of the witness.
CHAIRMAN MECHAM: All right. Let's go to
Mr. Alt. So this is basically Mr. Alt's summary?
MR. GINSBERG: Yes. Could we mark that
maybe as 8.2?
CHAIRMAN MECHAM: Is he going to recite it?
MR. GINSBERG: No.
CHAIRMAN MECHAM: All right. Then we can
mark it. DPU 8.2.
(Whereupon DPU 8.2 was marked for
identification.)
CHAIRMAN MECHAM: Go ahead, Mr. Alt.
MR. ALT: Okay.
CHAIRMAN MECHAM: You look ready.
MR. ALT: The Division, in our direct
testimony in this case, testified that we believed
the actions of Questar Gas were not entirely prudent
and that their actions or inactions appeared to be
influenced by affiliate relations. We'd originally
recommended in our direct testimony that half of the
C02 processing costs be disallowed. This was based
on the analysis of three other Division witnesses,
Mr. Hanson, Mr. Compton and Mr. Townsend, and each of
those three witnesses, in their direct testimony,
have presented a range of disallowances, and ~ well,
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1 processing addresses that concern.
2
Nov/, given that the FERC didn't take
3 action, because they weren't requested to, it appears
4 that there's no better alternative to deal with the
5 safety concern, either in time or in cost, than the
6 C02 processing, and it also seems that, for the C02
7 processing to be totally disallowed, it would have to
8 be shown to be unnecessary.
9
Once again, given that there was no FERC
10 action, it appears to us that the C 0 2 processing is
11 probably necessary and that it appears to be
12 accomplishing its purpose. Customers are benefiting
13 from the C 0 2 processing through increased BTU in the
14 gas stream and safety that results from that. It is
15 not, therefore, unreasonable for customers to pay
16 some of the C02 processing cost.
17
The C02 stipulation that Mr. Allred just
18 outlined the provisions of limits Questar Gas's cost
19 recovery in rates to 5 million per year for a
20 five-year period, so, in summary, the C 0 2
21 stipulation, we believe, is reasonable because, in
22 our view, it takes into account that Questar Gas may
23 not have been entirely prudent in its actions by
24 allowing less than full requested cost recovery, that
25 the outcome of any FERC action that might have been
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1 together as a group, they presented a range of
2 disallowances, but I had testified that our
3 recommendation, since it was based on estimates and
4 assumptions, and subjective judgment was required,
5 that we believed that some conservative disallowance
6 was appropriate, and that's kind of how we arrived at
7 the half, and we also said that we believed that
8 Questar Gas had failed to adequately pursue or
9 explore changing Questar Pipeline's gas quality
10 specs, and that they had not bid out the entire C02
11 processing project.
12
We realized that any change in the
13 pipeline's gas quality specs would have to be
14 approved by the FERC, and I also said in my direct
15 testimony that there's no way of knowing for sure
16 what the FERC would have done or how they would have
17 ruled or what the outcome would have been, and so, to
18 us, the question is, since Questar Gas did not
19 pursue - or adequately pursue FERC action,
20 regardless of what the other parties may - all
21 parties may have thought the outcome would have been,
22 is it appropriate, therefore, to disallow all of the
23 costs of the C02 processing. So, in examining that
24 question, the record in this case appears to us to
25 show that there is a safety concern and that the C02
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pursued by Questar Gas is uncertain, that Questar Gas
customers have benefited from the C02 processing, and
that the risk to ratepayers has been mitigated by
capping both the term and the annual dollar cost of
C02 processing.
And that completes the Division's summary
in support of the stipulation.
CHAIRMAN MECHAM: Okay.
MR. GINSBERG: Did we introduce 8.2? Did I
just mark it?
CHAIRMAN MECHAM: We've marked 8.2. Let me
ask, are there objections to the admission of what we
marked as the C02 Stipulation and, as well, DPU 8.2,
which describes the Division's rationale for entering
into the C02 stipulation? All right. We'll admit
them.
(Whereupon C02 Stipulation and DPU 8.2 were
received in evidence.)
CHAIRMAN MECHAM: Are there questions that
anyone has about the C02 stipulation?
MR. TINGEY: Yes.
MR. SACKETT: Mr. Chairman, we had
perceived that the way this would go forward — and I
don't mean to preempt Mr. Tingey — was that this
exercise at this juncture would be about the
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stipulation. Recognizing that the issue is still
contested and that the Committee is not a party, we
would have expected then, outside of the stipulation,
to make the witnesses available and tender them for
cross examination, essentially proceed as the
Commission usually proceeds with issues, so, in that
regard, for example, Mr. Allred has a more formalized
summary of his substantive testimony with respect to
the issue as a contested issue.
CHAIRMAN MECHAM: Right. I understand
that. But insofar as the stipulation itself is
concerned, let's - let me find out what Mr. Tingey
has.
MR. TINGEY: I had the same idea in mind,
that we'd talk about the stipulation and then talk
about the - with a two-person panel, I guess, and
then deal with these witnesses individually as well.
CHAIRMAN MECHAM: So what questions do you
have about the stipulation?
MR. TINGEY: I have a few.
CHAIRMAN MECHAM: Go ahead and ask.
MR. TINGEY: I guess I could direct my
questions to Mr. Alt. The request here was for
approval of a contract, and what's your understanding
of what this stipulation does about that? Will that
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1 approval of any contract?
2
MR. ALT: No. And I'd like to point out
3 that my understanding is that - Mr. Allred can speak
4 to it, too, but my understanding is they intend to
5 probably renegotiate the contract to deal with the
6 term and the provisions in the stipulation, like the
7 five-year term versus the original ten-year term, so
8 we don't even have a new contract to be approved or
9 not approved, anyway.
|
10
MR. TINGEY: It talks about the date of
11 commencement being June of 1999. I'll start with why
12 and go from there.
13
MR. ALT: Because that's when the
k
14 processing began.
15
MR. TINGEY: Does that language - was
16 there any intention for that language to have any
17 effect on an appeal that Questar has pending in the
18 Supreme Court?
19
MR. ALT: It's certainly not spelled out in
20 the stipulation. If it is, I'm not sure that there's
21 any intent. I mean, the Company may have some
22 intent. I mean, everybody may have their own
23 purposes for agreeing to the stipulation.
24
MR. TINGEY: Mr. Allred?
25
MR. ALLRED: From the Company's viewpoint,
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contract actually be entered?
MR. ALT: I don't think the stipulation
directly addresses that. In fact, I think maybe you
ought to ask Mr. Allred, to make sure his
interpretation is the same.
MR. ALLRED: In my view, the stipulation the only purpose of the stipulation is to recognize
and recommend and advocate that there should be $5
million of rate coverage for C 0 2 processing. I do
not believe that there is a request for the approval
of the contract incorporated with the stipulation,
nor do I believe in this docket the Company has asked
for an approval of the contract.
MR. TINGEY: It talks about the term of a
C02 processing agreement between Questar Gas and
QTS. What is that talking about?
MR. ALLRED: There's certainly information
in the stipulation that refers to what's anticipated
to happen to the C 0 2 contract. That was to give
meaning and understanding to the reason why the
stipulation called for cost recovery over a five-year
period and to define exactly what that five-year
period was.
MR. TINGEY: So back to Mr. Alt. There's
no intention as the Division here to advocate

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

the inclusion of the June '99 date as the starting of
the five years, the only purpose in this stipulation
was to specify the five-year period for which rate
coverage was being talked about in the stipulation.
MR. TINGEY: It will have no effect
whatsoever on that appeal or the issues surrounding
it?
MR. S A ^ I Q / I | • L e t m e address that as a
legal question, if that's okay.
CHAIRMAN MECHAM: I will let you. Go
ahead.
MR. SACKETT: The appeal is certainly
pending, and the only effect that that June 1999 date
has is the following: If the Supreme Court were to
remand the issue to this Commission with instructions
of various kinds and if the Commission were to find
that some sort of rate coverage was appropriate in
connection with the court's remand, then we have
essentially agreed that any rate coverage that would
be allowed on a nunc pro tunc basis would be capped
by $5 million per year, notwithstanding that we'd
asked for seven, so that's the sense in which there
is some connection with the appeal.
MR. TINGEY: I believe the number is only
three and a half million in that appeal.

16 (Pages 58 to 61)

Page 62

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR. SACKETT: Well, we're talking about
annual numbers. That is to say the $5 million and
the annual number. The number in the appeal is a
fixed number for a specified number of months.
MR. TINGEY: Mr. Allred pointed out ~ 1
guess this is a question for you. Mr. Allred pointed
out that one of the changes being made here in the
agreement that was proposed by the Company is that
now Questar Gas would have no right to any revenue
credits for third-party processing. Is that right?
MR. ALT: Yes. Did I say that right? I
want to make sure I heard the question right.
MR. TINGEY: I think that was the right
answer
MR. ALT: Yeah, Questar gas would not have
any right to third-party processing as a revenue
credit, yes
MR TINGEY: Whereas before they would in
the Company's proposal?
MR. ALT: Yes.
MR. TINGEY: Has the Division done any
analysis or study to determine what that dollar
amount they've just given up is?
MR ALT: We understand that currently the
annualized estimate is in the neighborhood of $36,000
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of annual revenues from third-party processing, and
as long as the processing plan is being utilized to
its full capacity, we would not expect that number to
change significantly. The only thing that would
cause it to change is if the needs of Questar Gas
customers would change dramatically for « the need
for processing in that five-year period. That would
then free up capacity that third-party processing
could be done. We have not done any analysis and we
have no basis on which to guess as to what that
amount might be.
MR. TINGEY: Just plain don't know?
MR. ALT: That's correct.
MR. TINGEY: But it's okay to give up
that?
MR. ALT: That was part of the
stipulation. We think it's a reasonable outcome.
MR. TINGEY: Does any portion of the cost
of this plan go to third-party processing? Maybe
it's easier to ask in a concrete example. Ten
percent of the gas going through this plant is for
third parties. Does 10 percent of the cost get
assigned to that or do Questar Gas customers pick
them all up?
MR. ALT: Well, I can give you my

interpretation here and then Mr. Allred can give
his. The stipulation states that the processing
costs that would be passed through in rates would be
up to 5 million per year. WeVe agreed to 5 million
in this current test year, but after this case, it
would be limited or capped at 5 million. That
doesn't mean it will be 5 million. What that means
is that we had reserved the right to look at and
audit the processing cost in the remaining years
after this case, and that if we felt that the level
of processing needed to meet the ratepayers' needs
was less than $5 million worth of costs, then we
wouldn't automatically pass through the 5 million.
In other words, if they only needed $3
million worth of processing and we did an audit and
determined that there were, in fact, $3 million worth
of process ing costs associated with what the
ratepayers' needs were, then what's that we would
argue for in the future. Did that answer your
question?
MR. TINGEY: No.
MR. ALT: Well, you want to try Mr.
Allred?
MR. TINGEY: Sure. Do you want to try?
MR. ALLRED: Well, first of all, I can
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agree with what Mr. Alt just said, and I would add to
it that the agreement calls for the Division to look
at those pi ocessing costs in light of all of the
expenses and revenues of Questar Gas and whether or
not the total package is just and reasonable, not in
isolation of just the processing costs.
MR. ALT: And I would agree with that as
well.
MR. TINGEY: So the answer to the question
is--we'll use a bigger number. If half of the gas
going through this plant is for third parties, do
Questar Gas customers still pick up all of the costs
or do they only pick up half?
MR. ALLRED: Well, Questar Gas's customers,
with this stipulation, are going to pay, at most, $5
million foir C02 processing. The costs of processing
are established and they are in excess of that
amount. I think I need to clarify, the revenue
credits that were included originally were included
under an arrange whereby Questar Gas paid the entire
cost of service of the plant, and m that situation,
if the plant was used for third parties to process
gas, it was just and reasonable and fair that the
revenues from those were credited to Questar Gas
because they were paying the full cost of the plant.
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With this stipulation and agreement, and if
we get our $5 million in cost coverage going forward,
that length between Questar Gas paying the entire
cost of the processing of the plant is broken. They
will not be. Questar Transportation Services will be
at risk for substantial recoveries of amounts.
In that environment, I feel it's very
reasonable that the third-party processing that they
can do not be credited to Questar Gas, because we're
no longer paying the full amount of the costs of the
plant, but, rather, they can use whatever third-party
processing they can do to help offset the costs that
are not being recovered.
Having said that, for the foreseeable
future, because Questar Gas is retaining first call
or first rights to use the processing to meet its
customers' safety needs, I don't see that it will be
possible for much, if any, third-party processing to
be done.
MR. TINGEY: Okay. That still didn't
answer the question. I'll ask a different way. What
costs go into the $5 million that can be passed on to
Questar Gas?
MR. ALLRED: The stipulation would call for
$5 million to be included in rates in this case. We
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have established that the actual costs of processing
are above that. The Division has retained the right
to look in future as time goes forward to determine
if, in their opinion, the actual processing costs
that Questar Gas should be responsible for are below
that level. If it is, then they have the right to
advocate for a lower number in some future
proceeding.
MR. TINGEY: Okay. You're still not
answering the question. You stated just a few
minutes ago that the way the original agreement was
set up is Questar Gas was to pay all of the costs of
this plan, plus a rate of return.
MR. ALLRED: That's correct.
MR. TINGEY: Guaranteed rate of return, as
a matter of fact. What — has that changed as a
result of this stipulation?
MR. ALLRED: Yes.
MR. TINGEY: In what way?
MR. ALLRED: It has changed in that the
amount of cost coverage that Questar Gas will receive
for C02 processing is capped at $5 million.
MR. TINGEY: Is that the only way it's
changed?
MR. ALLRED: It's certainly changed in that
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we've talked about that only being for a
five-year
period and not a ten-year period, and then the other
way that it's been changed, as we've just talked
about, is if, in the Division's opinion, going
forward, the actual costs that Questar Gas should pay
are less than that, they can look at that in their
assessment of are our rates just and reasonable or
does there need to be an adjustment.
But I think the key point is there is a
break in the link between the cost of operating the
plant and the cost of doing the processing and what
is included in rates, and that's broken by the cap of
$5 million.
MR. TINGEY: But we're still adding up all
the costs; we just don't have a cap on it.
MR. ALLRED: Well, someone may add up all
of the costs. The point is, Questar Gas's rates will
only include $5 million of C 0 2 processing costs.
MR. TINGEY: Back to the original question.
And keep these numbers in your head. Costs in a
particular year are 6 million for this plan, but half
of the gas that goes through it is for third
parties. What does Questar Gas pick up?
MR. ALLRED: Well, Questar Gas will get
billed for whatever processing on it, whatever
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arrangement we have with Questar Transportation
Services.
MR. TINGEY: Well, what is that
arrangement?
MR. ALLRED: There is no new arrangement
yet. It hasn't been negotiated. But keep in mind,
Questar Gas ~ even if third-party processing is
being done, Questar Gas at any time can require the
full capacity of that plant to be used for its needs,
and the cost in that situation will have to be looked
at and defined as to what was reasonable.
In this situation, I think it's perfectly
reasonable that some element of the cost should be a
demand cost, and that will be whatever it works out
to be.
MR. TINGEY: We don't even know what that's
going to be, then? Is that what you just said? We
don't even know what the terms of this contract are
going to be?
MR. ALLRED: The terms of this contract, as
far as rate coverage go, become largely immaterial.
What you do know is that there will be, at most, $5
million included in rates, regardless of whether the
costs are 6 or 7 million dollars, and that if, in the
regulators' judgment, if, in the Division's judgment,
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the situation you just described should ascribe some
lower amount of costs to Questar Gas's C02
processing, they are free to raise that issue when
those facts are known.
MR. TINGEY: Don't you think we ought to
know that before we approve the stipulation?
MR. ALLRED: Well, first of all, as we know
right now, the one thing we do know is that all of
the plant will be used for the foreseeable future for
Questar Gas's needs. You're talking about a
hypothetical that we don't even know will happen.
MR. TINGEY: Let's go there. There's
actually plans for a second train, is there not?
MR. ALLRED: Currently Questar
Transportation Service has no plans for a second
train.
MR. TINGEY: So any discovery response that
says otherwise would be in error?
MR. ALLRED: What was the date of the
discovery response?
MR. TINGEY: February 23rd.
MR. ALLRED: Of what year?
MR. TINGEY: 2000.
MR. ALLRED: I don't know what response
you're referring to.
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MR. TINGEY: Well, I have a copy. It's
4.2. It's actually a presentation that was made to
the — Mr. Rose in December of'99. It talks about a
second train.
MR. ALLRED: If it's referring to a
presentation that was made in December of '99, my
suspicion is that there was at that time some
discussion of a second train. It was in our last
proceeding on this issue in Docket 98-057-12. There
was uncertainty about the need for a second train but
there was discussion of its being a possibility.
Since that time, Questar Gas has determined, first,
that it has no need for any additional second train
or any additional processing. We're confident the
existing plant will meet our needs. Second, there
was some exploration by Questar Transportation
Services of the ability to get a contract from
producers to do a second train to process their gas
to the required 3 percent that's the pipeline
standard. At this point, those producers have
decided to meet that standard on their own without
that second train, and to my knowledge, there is no
current plans for a second train.
If there was to be a second train, at this
point, it would have to be supported by contracts

with producers or other parties other than Questar
[
Gas and we'd have no cost responsibility for it and
|
it would be a situation between the producers and
1
Questar Transportation Services.
fc
MR. TINGEY: It's a real fine idea. Makes
a lot of sense to do it that way, doesn't it?
MR. ALLRED: I would also point out that
none of that would help Questar Gas meet its need for
1 percent C02 gas.
MR. TINGEY: Mr. Alt, your - what are we
I
calling 8.2? Outline of points? The last point says
|
that risks to ratepayers have been mitigated by
|
capping both the term and annual dollar costs. How [
has the term been capped?
I
MR. ALT: One of the concerns of the
1
Division was, in fact, the original ten-year term of
i
the contract. We felt that there was some indication L
that ratepayers might be responsible for paying for
I
that plant for ten years when we weren't sure that it
F
was going to be needed for ten years. And so, to cap
the term at five years, in our view, mitigates that
risk of the longer term recovery of the cost from
ratepayers.
MR TINGEY: Okay. There's two sides to
this one. What happens if- fall of 2001 I think is
b
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the estimated date that main line 104 comes on line.
What if at that time no processing is needed?
MR. ALT: Well, if no processing is needed,
then we shouldn't have to pay for it and we would, I
assume, be paying less than we otherwise would have.
But under the old contract in the original
application, I think we would have probably had more
risk and exposure to cost — potential cost
recovery.
MR. TINGEY: In that situation? When line
104 comes on line, the gas is going somewhere else?
MR. ALT: The original contract was for ten
years and, to me, it didn't exclude - again, I don't
have the contract in front of me, but I don't recall
that it excluded ~ or dealt with the possibility
that something else might happen that it's not needed
and so therefore everything would go away. So, to
me, I think that, by having the five-year term, we
have reduced the risk of that additional five years
of costs.
MR. TINGEY: Okay.
MR. ALT: That doesn't mean that if the
line doesn't go in and the processing is still needed
that - we'll have to face that when we get there,
but we felt that we didn't like the open endedness of
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the dollar amount and we didn't like the long-term
exposure to the cost, so that's partially behind the
reason for the stipulation.
MR.TINGEY: Okay. Let's go that side of
it. What happens if, in six years, Questar comes in
and says we still need processing?
MR. ALT: We will deal with it just like we
would in any application. We'll judge it on its
merits.
MR.TINGEY: And at what cost would that
processing be done?
MR. ALT: Reasonable cost, because that's
all we would recommend be recovered in rates, and
what reasonable is would have to be determined at
that time. You can't judge today what's reasonable
six years from now, in my opinion.
MR. TINGEY: There's some testimony about
changing the depreciation length of this plan.
That's not addressed in the stipulation, is it?
MR. ALT: I, quite frankly, don't recall.
I don't think it is.
MR.TINGEY: Is that intentional?
MR. ALT: I guess anything that's left out
or anything that's in it is probably intentional,
you know, from somebody's view. I don't recall.
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MR.TINGEY: Want to say anything?
MR. ALLRED: The issue of ten-year
depreciation or twenty-year depreciation was an issue
that was brought up and talked about in the previous
docket and in this docket. You are correct that
there's nothing in the stipulation that talks about
that. I can tell you from my side in terms of
agreeing that this settlement was a reasonable
outcome, the fact that Questar Transportation
Services could change the depreciation rate was
certainly a factor. I think the impact of that is
well documented in the record. It would reduce the
annual expenses from about - from approximately the
$7 million level, just over the $7 million level to
about $6 million, therefore, even if that was done,
the costs of the C02 processing would still be above
the $5 million that has been agreed to, but that's a
decision that Questar Transportation Services will
make concerning what they want to do with this plan.
I think it's important to also consider
what the risks are associated with that. Questar
Transportation Services is now faced with a C02
processing plant for which it has a customer for five
years that doesn't even cover all of the costs.
They're going to have to assess and decide what they

do with that risk in the future, whether or not
they're comfortable changing the depreciation rate
from ten years to twenty years, which means it
lengthens out the period in the future that they'll
have to look at finding another way to cover those
costs, but the key point is, under the terms of the
stipulation, that will have no impact on the cost
that Questar Gas's customers see. They are capped at
5 million for the five years.
It does have an effect — and Division
retained the right to look at what happens there in
terms of judging on a going-forward basis in future
years what the reasonable cost of that plant are
during this five-year period, and I presume they'll
take that into account when they make their
assessment of what those costs are.
MR.TINGEY: You just said it doesn't have
an impact on Questar Gas customers, but, in fact, it
does, doesn't it? It has an impact on how that $5
million is calculated, doesn't it, and whether we
reach the $5 million?
MR. ALLRED: It does not affect at all the
$5 million figure. As I just explained, the Division
has retained the right to understand what happened
there and to use that information in assessing next
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year or the year after or the year after that, out to
the term of the five years, what the actual
processing costs are. That number will be known.
The Division will be able to assess that and they
will use that assessment in deciding whether or not
some amount less than 5 million is reasonable that
they'd like to advocate or that they assume the costs
should be when they evaluate the overall earnings of
the results of operations of Questar Gas.
MR.TINGEY: You also just said that the
effect of changing that depreciation is about a
million bucks a year.
MR. ALLRED: That's approximately the
effect.
MR.TINGEY: Pretty close to that?
MR. ALLRED: Uh-huh.
MR.TINGEY: Which gets the Company's
request down to about 6.3 million?
MR. ALLRED: I would stress that there's
been no decision made on that. You know, I'm just
illustrating for you the cost difference that it
would have.
MR.TINGEY: Didn't you testimony say that
was okay?
MR. ALLRED: Again, under previous — in

20 (Pages 74 to 77)

Page 78

1 previous testimony I have said that if changing the
2 depreciation rate to twenty years made the C 0 2
3 processing costs that we were seeking acceptable,
4 that that would be agreed to by the Company. That
5 was not part of the stipulation and agreement.
6
MR. TINGEY: Mr. Alt, the Division has
7 filed testimony in this docket - Mr. Compton, Mr.
8 Hanson, Mr. Townsend - about this issue. Previously
9 filed testimony that just became part of this docket
10 of Charles Olson. Are you familiar with that
11 testimony?
12
MR. ALT: Yes.
13
MR. TINGEY: On behalf of the Division of
14 Public Utilities. He's a nationally recognized
15 expert in the field; is that correct?
16
MR. ALT: Yes.
17
MR. TINGEY: And his testimony was that
18 this was an imprudent cost, wasn't it?
19
MR. ALT: Well, I don't remember his exact
20 words. I have his testimony if you want t o - y o u
21 want to show me the sentence where he said in quotes
22 it's an imprudent cost? I just don't remember.
23
MR. TINGEY: He recommended that Questar
24 Gas recover none of these costs. Is that a fair
25 statement?
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MR. SACKETT: Maybe you need to get out his
testimony and show him.
MR. ALT: If you want to show me the
page --1 have it. I simply don't remember that
level of detail.
MR. TINGEY: You don't remember what your
witness said?
CHAIRMAN MECHAM: Apparently not.
MR. ALT: There's been a lot of water over
the dam, as they say, since then.
MR. TINGEY: Do you want to look or do you
want me to go to the next question? It's your call.
MR. ALT: I presume that you have the page
or you wouldn't be ~
MR. TINGEY: I don't. I h a v e CHAIRMAN MECHAM: He has a memory, not the
page.
MR. TINGEY: That's what I have.
MR. ALT: I don't know that they want to
take the time for me to read through all this
testimony now to see if I can find those sentences,
but if you can find them, I'll be happy to confirm
that he said it or not.
CHAIRMAN MECHAM: You'll be coming back.
MR. ALT: Right.

CHAIRMAN MECHAM: Maybe over the lunch hour
you can read the testimony.
MR. ALT: Oh, thanks.
MR. TINGEY: It was his idea. You've also
filed testimony wherein you stated that the
Division's original position of disallowing half of
these costs was a conservative position; is that
correct? Did I get that word right?
MR. ALT: Yes.
MR. TINGEY: What did you mean by that?
MR. ALT: The three Division witnesses,
Hanson, Compton and Townsend, each came up with their
own, what [ would call an approach, to calculate some
disallowance, and that some of those would have
provided for a greater disallowance than half, and so
I felt that conservative meant the least amount of
disallowance. Does that answer your question?
MR. TINGEY: Okay. So the least amount of
disallowance you could justify was half? Is that
what you j ust said?
MR. ALT: I think so.
MR. TINGEY: But now ~
MR. ALT: Some witnesses would allow for a
greater disallowance.
MR. TINGEY: Like all of it?
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MR. ALT: I don't think any of Townsend,
Hanson or Compton recommended disallowance of all the
cost.
MR. TINGEY: Well, they'll actually get on
the stand so we can figure that one out. But your
testimony was that the least — on behalf of the
Division? You're giving the Division's policy
pronouncement; is that correct?
MR. ALT: I was the policy witness for the
Division on the C02 issue. I still am.
MR. TINGEY: And your testimony was that
the least amount of disallowance you could justify
with your analysis was half?
MR ALT: Yes.
MR TINGEY: Is that what you just said?
MR ALT: Yes.
MR TINGEY: Now you're in here asking this
Commission to give — to allow Questar Gas to collect
$1.7 million more than that? Is my math right?
MR ALT: I think it's more like 1.3
million more. 3.66 - or 3.67 was our disallowance.
It shows on the revenue requirement summary exhibit.
Actually, it probably doesn't. Or it should show
the - yes. In the Group III contested issues, it
shows the Division's adjustment at 3.67 million. The
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I cap now is 5 million, and the new adjustment shown on
I column seven for the Division under the contested
? issues is 2.343 million. The difference between
I those two is approximately 1.3 million, not 1.7.
5
MR. TINGEY: And so it's safe to say that
5 none of the analysis done by the Division supports
7 giving them $5 million, does it? Isn't that what you
i just said? Your analysis ~ the most you could 9 the least you could support in the disallowance was
0
1
2
3

half, but now you want to give more?
MR. ALT: I want to give them more, but you
have to recognize that I got more - I'm dealing with
more than what I was dealing with when I was

4

recommending a disallowance of half. I have now a
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five-year term and - which I didn't have before, so
I think that there's additional risk mitigation that
needs to be factored into it.
MR. TINGEY: That's actually a fair
comment, but in five years we don't even knew what's

0

going to happen, do we? The price could go up,
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couldn't it?
MR. ALT: I can't predict five years from
now. It's tough to predict a year in advance.

4
5

MR. TINGEY: Who made the decision - who
made the - well, there's two phases to this one.
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the inquiry. I mean, Mr. Alt is the witness and not
Mr. Campbell.
I
CHAIRMAN MECHAM: That's true.
I
MR. ALT: I mean, those are the people I
|
remember. I ~ you know, we often draft testimony
|
and route it around to a number of people for
|
comment, even before we even reach a decision, and I
have a feeling that those are probably the key people
I
that were involved in this decision.
1
MR. TINGEY: But this is directed
I
curiosity, I guess, is what it is. In connection
|
with other matters, there's been discussion about
l
accountability, and the Committee actually is a
Committee of six that votes on things and that sort
of thing, and that's the directed curiosity. I guess
the final question would be: Does Mr. Campbell have
to run this by Mr. Borba or anybody else above him?
MR. ALT: Yes. Well, I don't know whether
he has to or not, but I know he did. Quite frankly,
because I talked to Mr. Borba about it personally
because I was a witness. Mr. Campbell was out of
town, and I guess when we had the opportunity to talk
to Mr. Borba before we actually filed the testimony.
1 could have that wrong, but I know that he ran this
I
by Mr. Borba, yes. In one way or another. So it has
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Before you filed your testimony recommending a
disallowance of a half, who made the decision that
that was the Division's policy?
MR. ALT: As always, the Division director,
Rick Campbell. We make recommendations to him. He
approves the final policy position that's filed in

7

testimony.

8

9

MR. TINGEY: Does he talk to anybody before

he does that?

0
MR. ALT: Yes.
1
MR. TINGEY: Who?
2
MR. ALT: Whoever he wants. In this case,
3 he talked to the witnesses, all the Division
4 witnesses, except - if he talked to Mr. Olson - he
5 wasn't in the current case, so I don't - he might
6 have talked to him back when he was here before, but
7 he certainly talked to me, he talked to Mr. Townsend,
8 Mr. Hanson and Mr. Compton.
9
MR. TINGEY: Anybody else? Does he have to
10 run it by anybody, I guess is the question.
!1
MR. ALT: I'm sure our attorney, Mr.
12 Ginsberg, was probably involved in some of those.
}
3
MR. TINGEY: I certainly hope so. Anybody
>4 else?
>5
MR. SACKETT: I don't see the relevance of
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the support of the department.
CHAIRMAN MECHAM: Does that do it, Mr.
Tingey?
MR. TINGEY: Almost. You'\e used the words
in your testimony and again this morning in your
outline ~ is that what we're calling it? ~ that the
Division believes the actions of Questar Gas were not
entirely prudent. I'm assuming those were carefully
chosen words.
MR. ALT: You are correct.
MR. TINGEY: Who has the burden to show
that an expense is prudent in these sorts of
matters?
MR. ALT: We believe it's the Company.
MR TINGEY: And they haven't met it, have
they?
MR. ALT: Not entirely.
MR. TINGEY: Yet you want to give them
recovery?
MR. ALT: Partially
MR. TINGEY: Is that like being sort of
pregnant?
CHAIRMAN MECHAM: Mr. Alt has no experience
there.

MR. TINGEY: Got any kids?
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MR. ALT: Thank you for helping with that
one. Yes. I have two kids, but it's been so many
years ago, I don't remember much about that.
MR.TINGEY: I'm done.
CHAIRMAN MECHAM: Thank you, Mr. Tingey.
COMMISSIONER JONES: Mr. Allied, assuming
this stipulation is approved, how does that affect
rates — the interim rates that we approved back in
January? How does this stipulation affect those
rates?
MR. ALLRED: The interim rate, irregardless
of the Company's request in tying it to C02 costs,
was $7 million of relief in this case, irrespective
of what happened on C02, so my judgment is, at the
end of this case when the overall case is decided,
there will be a certain amount of revenue
requirement, a certain amount of deficiency, and
basically whatever that number is, however it's
determined, the C02 decision is approved, that will
be part of that number.
COMMISSIONER JONES: So it goes back and
adjusts those interim rates?
MR. ALLRED: You go back and we'll look at
how much of that has already been granted on interim,
and the remainder would then go into effect on a
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going-forward basis from the date of the Commission's
order, is my understanding.
COMMISSIONER JONES: So it's really the
bottom line as to what we come up with, not just the
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MR. ALLRED: Right. The 7 million that was
already granted needs to be compared with the total
bottom line and there's no direct link to this
amount.
COMMISSIONER JONES: Thank you.
COMMISSIONER WHITE: I may be duplicating
what a couple of witnesses - some of the comments,
but I just want to make sure I understand this. So
when the stipulation says that actual costs will not
exceed $5 million, actual processing costs, those are
the processing costs incurred in serving Questar
Gas's customers?
MR. ALLRED: That's the processing cost
that will be included in the revenue requirement in
this case or going forward in any other case, will
not exceed $5 million.
COMMISSIONER WHITE: Right. But is that
actual processing costs of the plant period, or is
that actual processing costs incurred to serve
Questar Gas's customers, assuming that you are

processing gas for other parties?
MR ALLRED: It is neither of those two.
It's the amount that's going to receive cost coverage
and inclusion in Questar Gas's rates. The amount
that Questar Gas pays to Questar Transportation
Services will be a number, whatever that is, for the
foreseeable future. Best of my knowledge is it will
be higher lhan the $5 million.
COMMISSIONER WHITE: I'm sorry. What will
be higher than the 5 million? I want to make sure I
understand.
MR. ALLRED: The actual costs of processing
that Questar Gas receives.
COMMISSIONER WHITE: Okay. I think I
understand. Now, with respect to the appeal
currently before the Supreme Court, I take it that
that is not being withdrawn and it may or may not —
well, and there's an intent that it not affect the
stipulation.
MR. ALLRED: You are correct. It is not
being withdrawn. In my way of thinking, it deals
with what we think is an ongoing issue relative to
cost recovery of costs that occurred in the past.
This stipulation deals with recovery of costs looking
forward from the point in time when it is approved
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and rates are put into effect by the Commission.
COMMISSIONER WHITE: So there may be some
financial impact from the Supreme Court's decision,
but your view is that that would be with respect to
past costs, so there may still be some refunds or
surcharges?
MR. ALLRED: That is a possibility that I
sincerely hope we face, but no one will know until
the court issues their order.
COMMISSIONER WHITE: But it's not your view
that it will affect things going forward?
MR. ALLRED: No.
COMMISSIONER WHITE: What if the court
rules that Q'uestar was entitled to everything it
asked for or nothing? That would seem to affect
rates going forward, or it could.
MR. ALLRED: The question there dealt with
should those costs have received passthrough
coverage. Should there have been some cost coverage
somehow for those costs from the time they were
incurred. I don't think anyone was asking the court
to decide the prudence of those costs, simply whether
or not the Commission properly acted in considering
those costs. So, as was explained, the likely
outcome - a likely - a possible outcome is a remand
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to this Commission with some instructions, whatever
those are, and none of us know what those could be or
if it will even happen. This stipulation deals with
a going-forward issue of processing is absolutely
needed to safeguard customers' well-being. Some
amount of cost coverage - we need some amount of
cost coverage for that. We've agreed to a $5 million
figure for revenue requirement rate recovery purposes
going forward and recommended that the Commission
approve that amount and include it in our revenue
requirement in this case.
COMMISSIONER WHITE: And then in future
cases, future test years for the next five years, it
is my understanding that it's Questar Transportation
Company that sets the costs to Questar Gas. Is that
right?
MR. ALLRED: That will be established by
contractual relationship between the two, and
whatever those costs are will be known and
examinable.
COMMISSIONER WHITE: And what they're based
on?
MR. ALLRED: And what they're based on.
COMMISSIONER WHITE: So if they're based
on what the Division might view as an unreasonable
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set of assumptions on something or other ~
MR. ALLRED: Then the Division will be free
in a future proceeding to argue something less than 5
million if they think the costs are really less than
5 million.
COMMISSIONER JONES: So that new contract
has to be approved by the Commission?
THE WITNESS: No, I don't see a reason why
that new contract would have to be approved by the
Commission. It would be like many other contracts we
enter into for services. It's entered into; amounts
are paid. What will have to be approved by the
Commission is what amount of that is recoverable in
rates. In this case, the stipulation would call for
$5 million. It also sets a cap on that for the next
five years or for the five-year period, with an
opportunity for the Division to argue for a lower
amount if they believe the actual costs are really
lower than that.
COMMISSIONER WHITE: Mr. Tingey, I have a
question for you. Did I understand that you were
arguing that the Division's position on the
stipulation wasn't reasonable because none of their
original filings in this case or the previous case
reflected the number that they've come up with here?
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1 They were at a different -- a lower position?
2
MR. TINGEY: Yeah. The point was that they
3 have no analysis upon which to base this agreement.
4 Their analysis all says a lower number.
5
COMMISSIONER WHITE: Okay. At zero or
6 something between zero and 5 million?
7
MR. TINGEY: Something between zero and
8 three and a half.
9
COMMISSIONER WHITE: Right, yes. I guess
10 I'm a little confused, because when I look at the
11 revenue requirement stipulation, all parties have
12 done some similar things in the pieces of the revenue
13 requirement stipulation. Some of the separate items
14 in that contradict any particular party's original
15 filed testimony, and would that be a reason for us to
16 reject the revenue requirement stipulation?
17
MR. TINGEY: Well, for you to reject - I
18 don't know. Probably not. What you need to have is
19 a factual basis for - to enter a finding. What you
20 as a Commission need. And a party ought to have that
21 for putting forth his positions as well.
22
COMMISSIONER WHITE: But to the extent
23 that, say, the Committee has taken the position on
24 the revenue requirement stipulation, on a portion of
25 it, that reflects something different from what they
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1 filed, I guess we don't have written analysis in the
2 record to support that.
3
MR. TINGEY: Well, yeah, but the difference
4 here is in the settlement, and, of course, there's
5 some give and take and there's also some
6 handicapping, those sorts of things. We figure we've
7 got a 60 percent chance of winning this issue or
8 whatnot. And that's all perfectly appropriate in a
9 settlement, to come up with positions and whatnot.
10
The point I was making with the Division is
11 this is a policy decision that they made. The facts
12 that they have put on the table in this case and the
13 prior case go against what they're saying, and does
14 it mean that you can't listen to them? Probably
15 not. Does it mean you ought to raise an eyebrow when
16 they say it? Certainly.
17
COMMISSIONER WHITE: Okay. Thanks.
18
MR. DUKE: Could I respond to that?
19
CHAIRMAN MECHAM: Yes.
|
20
MR. DUKE: Mr. Tingey, would have you
f
21 believe that the only evidence on the record is the
22 Division's and Committee's analysis, including Mr.
23 Olson's, and that this $3.6 million is a cap and
24 should be considered a conservative estimate. Well,
25 we have a lot of other evidence that says otherwise.
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1 I would keep in mind and I've asked you to keep in
2 mind that this is talking about prudence of one
3 issue. You have two full days, over 500 pages of
4 transcript dealing with this issue, lots of prefiled
5 testimony, and then that case being really held in
6 abeyance and incorporated in this case where we now
7 have more testimony and more analysis, more
8 statements about what should have been done and what
9 could have been done.
10
If Mr. Tingey's take on this is to be given
11 credence, then you could have no settlement in any
12 case, because one party's position will be taken as
13 law going in and you can't deviate from that. I hope
14 that you find that that is not good public policy and
15 not in the public interest.
16
CHAIRMAN MECHAM: Okay. Is there anything
17 further on the C02 plant case? I mean the
18 stipulation. I'm sorry.
19
MR. ALT: Can I add one more comment?
20
CHAIRMAN MECHAM: Yes.
21
MR. ALT: In response to Mr. Tingey's ~
22
MR. TINGEY: And I do have one more
23 question, too.
24
MR. ALT: I tried to point out in my
25 summary opening statement that the Division
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considered -- even though we had three witnesses that
did some analysis, I don't think we considered their
analysis that precise in any way. There were a lot
of assumptions and these were -- and they used
estimates, so to say that even our conservative
number of 3.6 was a hard and fast, easily duplicated
and verifiable and defensible number, I would never
testify to that.
It was a very loose number, and hard to
defend, quite frankly, as a precise number in a
hearing, and so that makes it easier for the
Division, when you're dealing with a subjective
judgment and you come up with a number, to make that
number change, because it's still subjective, so I
would offer that in defense.
CHAIRMAN MECHAM: Mr. Tingey.
MR. TINGEY: Can I comment on that and
agree?
CHAIRMAN MECHAM: Okay.
MR. TINGEY: That three and a half was a
very hard number to support.
CHAIRMAN MECHAM: Was that the question you
had?
MR. TINGEY: No. And I've opened a can of
worms here, it looks like. Three and a half was hard

to support. What the Commission ought to do is the question you ought to have is, has there been any
rational basis given for the Division moving from
three and a half to five million.
CHAIRMAN MECHAM: Mr. Alt's response would
be a change in the term.
MR. TINGEY: Yeah, for one thing. We would
have a different opinion. But I think that's the
question you got to come to.
CHAIRMAN MECHAM: Correct.
MR. TINGEY: Can I ask him another
question?
CHAIRMAN MECHAM: Yes.
MR. TINGEY: The testimony and your summary
this morning talks about the Company's actions or
inactions appear to be influenced by affiliate
relations, is what — it comes off this piece of
paper. Probably carefully chosen words again.
MR. ALT: Always.
MR. TINGEY: What do you mean?
MR. ALT: In my direct testimony in this
case, I addressed that. On the bottom of page three,
beginning on line 18,1 was asked the question:
"what actions or inactions are you referring to?"
You want me to read the answer? Because I don't want
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to give a different one.
MR. TINGEY: Sure.
MR. ALT: "We believe, based on the
information available to us, that QGC did not
adequately explore the alternative of trying to get a
change in QPC's gas quality specifications that could
have reduced the need for, or amount of, C02
processing required. It appears that affiliate
interests influenced this outcome. Also, QGC chose
not to bid the whole C02 processing project, but
instead contracted with an unregulated affiliate.
The Commission's October 1, 1984 order, Docket
84-057-10, allowing Questar, then MFS, to form a
holding Company required that goods or services
provided by affiliates not exceed the market rate for
comparable goods and services. QGC has not presented
proof that the contract price for C02 processing is
at or below market rates."
MR. TINGEY: Still true?
MR. ALT: Still true? In other words, have
we changed our position on this?
MR. TINGEY: Yeah.
MR. ALT: No.
MR. TINGEY: Okay. Thanks.
CHAIRMAN MECHAM: Hang on just a minute.
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Mr. Allred?
MR. ALLRED: I j u s t - i n light of all the
discussion about prudence that has gone on, and the
Division has explained their view of that issue and
why they agreed to the settlement in the stipulation,
I just need to point out that, from the Company's
viewpoint, we still maintain that we were absolutely
prudent in making the decisions that we did.
CHAIRMAN MECHAM: Well, you're the next
witness on the list, so you'll get a chance to talk
about that.
MR. ALLRED: But the thing I want to get
out about the settlement is the settlement document
itself does not discuss that issue at all, and that
was purposeful. There was no agreement on that
issue. There was an agreement on the dollar outcome
and there was an agreement that there would be
nothing in the settlement document on that subject or
saying -- you know, a decision on that or a position
on that question. I just wanted to make sure that
that was clear on the record.
CHAIRMAN MECHAM: Thank you. Mr. Reeder
wanted to enter the fray.
MR. REEDER: I think Mr. Dodge and I have
the same position. The reason we've been practicing
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that number could change because of changing in the
agreement, the only way - the only amount it could
go down to is about 6 million, and that's on the
basis that our affiliate take the risk for the plant
further out into the future, and to us the $5 million
number is quite a compromise and quite a concession,
to say that we would accept that level of cost
coverage.
Having said that, we fully support the
stipulation. We think it is a just and reasonable
outcome of this situation and should be approved.
MR. DUKE: That's all that I have.
CHAIRMAN MECHAM: All right. Okay. Let's
move then to the issue itself as opposed to the
stipulation on the C02 plant. Mr. Allred is the
first witness. Mr. Sackett.
MR. SACKETT: Thank you, Mr. Chairman.
What we would intend to do here is present Mr. Allred
in the normal course of events and, after that,
former FERC Commissioner Branko Terzic, and our third
witness is John Snider. We have a timing problem
with ~ a potential timing problem with Mr. Snider,
who will not be here until tomorrow morning. Also I
understand that there is a potential problem with the
Committee's witness on this subject, and I'll let
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silence is that we've agreed not to oppose the
stipulation in a stipulation that you've yet to see.
We reserved on this issue and we wanted you to
understand we're reserving on this issue for reasons
you haven't yet seen. That's the reason we're
practicing silence. Not that we don't have an
interest.
COMMISSIONER WHITE: So if we don't accept
your stipulation, you're going to want to cross
examine these two witnesses again?
MR. REEDER: Yes.
CHAIRMAN MECHAM: Is that your point, Mr.
Dodge?
MR. DODGE: Yes. Thank you.
MR. DUKE: I have one question of redirect
for Mr. Allred, if that would be all right.
CHAIRMAN MECHAM: Go ahead.
MR. DUKE: I want to get your response on
the Division's position that 3.67 was a conservative
allowance or a cap that should be imposed for C02
processing. What's the Company's perspective on that
position?
MR. ALLRED: Our perspective was that we
are incurring costs to process this gas to keep
customers safe of slightly over $7 million. While

1 Doug speak to that.
2
MR. TINGEY: It's more than potential.
3 It's a real problem. Mr. McFadden apparently made it
4 to the airplane this morning and then got so ill that
5 he had to come off the airplane and is now at a
6 doctor's office, and that's all we know right now.
7
CHAIRMAN MECHAM: All right. Well, we'll
8 just go through the list of witnesses as we - in the
9 order that we've established, and if there's someone
10 missing, we'll leapfrog and go to the next one.
11
MR. SACKETT: In the style of the
12 Commission, Mr. Allred has prepared a summary of his
13 testimony and exhibits on this subject and, as Mr.
14 Duke indicated earlier, it needs to be construed as
15 addressing primarily the party that's still
16 contesting the issue, namely, the Committee, and it's
17 not at all to be construed as any undermining of our
18 support of the settlement.
19
ALAN K. ALLRED
20 re-called as a witness, having been previously sworn,
21 was examined and testified further as follows:
22
DIRECT EXAMINATION
23 BY MR. SACKETT:
24
Q So with that, if everyone has got copies,
25 Mr. Allred?
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PROCEEDINGS
CHAIRMAN MECHAM: All right. All right. Good
morning. Let's go back on the record in this docket, which
is Docket No. 99-057-20. As you know, both by telephone and
by notice otherwise, we noticed this up to further the
discussion a little bit on the C02 plant issue in this case.
Principally there will be questions from us. We'll allow
follow-up questions if they appear like they're going in a
direction that is useful to us. But so with that,
Commissioner Jones, I think I'll turn to you.
I ought to note for the record that on the
telephone we have Commissioner White; isn't that correct,
Commissioner?
COMMISSIONER WHITE: Yes.
CHAIRMAN MECHAM: And Mr. McFadden representing
the committee?
MR. MCFADDEN: Yes.
CHAIRMAN MECHAM: Perhaps we should also take
other appearances just for this part of the record.
MR. SACKETT: Good morning, Commissioners. Gary
G. Sackett and Jonathan M. Duke for Questar Gas Company.
MR. GINSBERG: Michael Ginsberg for the Division
of Public Utilities, and Lowell Alt is at the table with me,
too.
MR. TINGEY: Doug Tingey for the Committee of
Page 995
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For Questar:

Consumer Services. Dan Gimble is here. We don't know if
he'll say anything or not.
MR. REEDER: Good morning. I'm Robert Reeder for
the industrial gas users. We note the absence of Mr. Dodge.
We were going to try to cover for him. Mr. Higgins and I
will take copious notes.
CHAIRMAN MECHAM: Okay. Thank you. All of the
witnesses who are here and who may yet participate remain
under oath. All right, Commissioner Jones.
COMMISSIONER JONES: One of the big questions that]
seems to be confusing to us is when this gas, the C02 gas,
started coming into the system and how much of it was used
by the customers of Questar. I think on the last day of the
hearing we got Exhibit 7R.1, which had the gas coming from
the Dunkards Wash Area starting back in 1996, and goes from
about 3.4 million up to 7.5 million. But yet we had a lot
of those who were questioned, and particularly Mr. Tingey,
say that none of this gas was ever used by Questar
customers, that it was for other purposes. I wondered if
you can amplify that and help me understand that better.
MR. ALLRED: I'm probably in the best position to
do that. The data in the QGC, Exhibit 7R. 1, represents the
gas from those areas that's actually purchased by Questar
Gas for use on the Questar Gas system. As you can see, as
you talked about in '96, it was about 3.4 million decaderms,
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and then by '99 it's grown to about seven and a half million
1
decaderms.
2
As we started these hearings, I was asked the
3
question, does Questar Gas buy all of this gas that's
4
produced out of the Coal Seam area. And the answer to that,
5
at the time I was asked that question the answer was no. We
6
purchased a small piece of it, but certainly not all of it.
7
Even today this represents just a portion of that
8
production. Much of that production is purchased by others
9
and transported on Questar pipeline system, so 10
CHAIRMAN MECHAM: Now, when you say a portion, 11
like percentage-wise how much, if you can determine that?
12
MR. ALLRED: That 7.4 million for 1999, on a daily
13
basis, if it was spread evenly throughout the year — which
14
it is not. You can see how it's spread through the months.
15
It's more heavy in the winter, but on an average through the
16
year, that would be about 20,000 decaderms a day. I think
17
the total production out of the Coal Seam Fields in Emory
18
County is now approaching 150, 170,000 decaderms a day. AncJ 19
it may actually even be higher than that, but that's a rough
20
approximation.
21
COMMISSIONER JONES: As I understand it, that
22
enters the Payson Gate?
23
MR. ALLRED: Yes.
24
COMMISSIONER JONES: But when we asked,
25

Mr. Walker, I think, testified that it actually comes to the
Wasatch Front. Was that a mistake, or does it actually go
into the Wasatch Front or in the Payson gate and then goes
to the southern part of the system?
MR. ALLRED: Okay. Questar Pipeline's flow on
their main line is from east to west, the line that goes
past and picks up this gas. So physically the molecules are
coming in at the Indianola City gate and then the Payson
City gates. Indianola feeds the southern Utah portion of
the system, and then Payson feeds the southern part of the
Wasatch Front. So physically that's where that gas would
enter.
Now, having said that, it is possible, and as
those volumes of gas grow on the pipeline system, it — this
summer it is possible and likely, going into the fall and
next winter, that the flow on the southern system, Price,
gas will come west to Questar Gas's systems. Additional
volumes of Coal Seam gas could be flowing east from that
point.
And when that happens, physically it's possible
for that gas to go east up a main line 80, past Great Basin,
and it could physically get into the system coming in the
north if the volumes were high enough, so that's physically
possible. In the future it may happen, but for the historic
period we've been dealing with, the flow would have been
Page 998
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from Payson — or excuse me, from Price towards Payson.
COMMISSIONER JONES: So I guess the bottom line is
that this gas has been used by Questar customers since 1996
at least.
MR. ALLRED: These volumes that we're talking
about here have actually been purchased by Questar Gas for
use by Questar Gas's customers Physically all of the
volumes that have gone through the C02 processing plant have
come to ths west, and even if this split flow happens, we'll
only be processing the gas coming west.
And so physically all of the gas has been
processed through that plant, has come to the Questar Gas
system and been used by Questar Gas customers. It may not
be the exact molecules that were purchased, but you never
get the exact molecules you purchase on a pipeline system.
You get the blended stream that comes to you.
COMMISSIONER JONES: As I understand it, the
company really understood that this was going to be a
problem starting back in late 1997 and started taking
various steps and considerations as to how to solve the
problem. And as I read the testimony, you mixed various gas
streams. You installed additional facilities to accommodate
mixing the gas streams, and were taking higher BTU gas from
the overthrust.
Why is it that these three steps didn't continue
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to solve the problem? What increased it so you had to put |
in the C02 plant?
MR. ALLRED: The blending of the traditional gas R
sources on that Questar Pipeline southern system that comep
in east of Price allowed the gas delivered to Indianola and
Payson to be of the right heat content up through the late
'97, early '98 period. But by '97 it was obvious that the
continued development of the Price field and the continued!;
movement of that gas was going to reach a point where the|
ability to blend with higher BTU gas would be diminished to |
the point we could not maintain that heat content.
And in fact, when it gets so high that physically
all of the gas is coming from that area, as could be
happening this summer, then there's obviously no ability tol
blend. You have to look for another solution, and we kne\*|
that late '97, early '98. That's when we started working on
solutions.
We knew that at the projected level of increase in
production that we would reach the point where blending
would no longer work by the late spring, early summer of
1999, so we knew we had to have a solution by that point if
time. And it's just a — you know, a calculation of the
heat content of that gas with how much gas is able to be
blended with it that tells you when you're going to exceed
those limits.
Page 1000
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CHAIRMAN MECHAM: And when was it that you knew
would be around 1999 that you would need to do something
different?
MR. ALLRED: We knew that - well, there were
projections of C 0 2 productions earlier that would have
gotten that level, but there wasn't a level of proved
production. It wasn't until late in 1997 that it became
obvious that the projections of that product had a very good
chance ofcoming true and that we would reach that point.
So I would say late '97, early '98 is when we knew
we had to have a solution by the late summer - excuse me,
the late spring, early summer of'99.
COMMISSIONER WHITE: This is Connie White. If you
don't mind a clarifying question, I think there was
something on the record to the effect that there's another
C 0 2 plant down there cleaning up the gas for another user.
Did I understand that currently?
MR. ALLRED: River Gas and Dominion have the
responsibility of ensuring that their gas meets the 3
percent total inert Questar pipeline standard. They have
both chosen to have C 0 2 processing plants in place to ensure
that their production meets the 3 percent total inert
pipeline standard, and they're doing that by removing carbon
dioxide.
COMMISSIONER WHITE: And they are the pipeline
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in much smaller plants at a collection point o f the
r
wellhead.
if
A n d it looks to m e that their strategy is, as they
h
need processing to get their total combined stream to 3
R
percent, they're doing it with small incremental facilities, M
s o m e located here, s o m e located there. A n d I think that t w o B
and a half million dollars referred to a facility with m u c h
n
smaller capacity in terms o f total amount o f gas being
Ij
processed than the one we're dealing with.
I:
I think it's important that y o u understand that
L
much o f the production from the Coal Seam wells is below 3 L
percent, is at 3 percent or below in terms o f total inert,
|
even without processing to remove C 0 2 . They have other P
wells where the C 0 2 content is higher or the total inert
ft
content is higher; 4 percent or 5 percent. S o m e are even u p f
into the 6 and 7 percent range, so to make the overall 3
|«
percent standard, they don't have to process all o f the gas. I
They only have to process those sources that have the m o s t f

C02 in it.
COMMISSIONER JONES: Do we have on record the
total cost of producing the — of building the plant, your
plant?
MR. ALLRED: Yes. I think my exhibit in my direct I
testimony, Exhibit No. 1.5 revised, in Footnote 1 shows a
total plant cost of 23 million dollars. Excuse me. That
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1 was the estimate, and it's been updated from 23 to 22.4
I
companies?
2 million. So 22.4 is the cost o f the plant, and I would also
MR. ALLRED: N o , they are the producers.
3 add that's the plant and some associated piping to move the I
COMMISSIONER WHITE: Oh, sorry. Okay. I
4 gas to the plant so w e can process all o f it in one place.
I
understand, thanks.
I
COMMISSIONER JONES: So their gas also has to conje 5 The plant itself, if I remember right, is just under 2 0
6 million, and the associated piping is about 3 million.
|
and be processed to get it down to the 1 percent level by
7
COMMISSIONER JONES: There's criticism that y o u
you?
8 used an affiliate to have this built, and as I read the
h
MR. ALLRED: Y e s . Basically if you look at the
9 record, the plant was actually put out to bid, and the
r
situation, they process so that their streams meet the 3
10 second lowest bid was the one that was accepted. Can y o u |
percent total pipeline standard o f total inert. But then
11 explain that process a little more?
J
Questar has a unique need for the 1 percent C 0 2 gas, so the
12
MR. ALLRED: Okay. We did seek - Questar
|
Castle Valley C 0 2 plant that's at issue here's function is
13 Pipeline and Questar Transportation Services, when it w a s J
to take gas at a 3 percent standard, pipeline standard, and
14 determined that w e were going to use the C 0 2 processing, did l
reduce it to the 1 percent standard that Questar needs at
15 g o out and look at various companies who were able to design I
Indianola and Payson to ensure customer safety.
16 and oversee the construction o f this kind o f a plant. There
C O M M I S S I O N E R JONES: A s I recall, in the public
17 were several companies that were looked at.
I
witness day they both testified, both o f those companies,
18
I think you're right. My recollection is that
I
and as I recall - and I didn't look this up, but memory is
19 T.H. Russell was an entity that w e felt had the expertise to
that they said their plant was around two and a half to
20 do this, and they were — there was a lower cost bid. I
I
three million dollars. D o e s that ring a bell?
21 think you're right. They were not the lowest cost, but they
L
MR. ALLRED: I remember that discussion, and I
22 were the best source and we felt like would build the best
I
think that's approximately the figure they used. I would
23 plant for the dollars, and so w e went with them.
I
point out that they actually have — they were talking about
24
I think also under their - they designed the
|
o n e particular plant that they were just in the process o f
I
putting in. They have several places where they process C 0 2 25 plant. It was actually constructed by another party, and
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that construction of the plant, assembling of the plant was
I1
also put out for bid.
2
COMMISSIONER JONES: Do you remember how marly 3
bidders participated in this?
4
MR. ALLRED: I don't. I could find that out if
5
you want to, but I don't.
6
COMMISSIONER JONES: In the 98-057-12 docket, thfc 7
original docket, you brought the contract between
8
transportation and Questar Gas to us to be approved. And
9
then I asked the question in this last hearing, do we need
10
to approve that contract, and I think the answer was no.
11
And I guess I'm curious as to why we wouldn't approve that
12
contract now when you asked us to do that in the prior
13
hearing.
14
MR. ALLRED: I guess the first answer to that is
15
in - is that in the prior hearing we were seeking
16
pass-through coverage. We wanted to make sure everybody
17
understood exactly the nature of that contract, what it was,
1!
and in that context we chose to ask for approval of the
19
contract. I'm not sure we had to do that. We just thought
20
it was probably the right thing to do.
21
As this case progressed, what we were dealing with
22
is simply the cost recovery of the cost of the contract. I
23
know virtually no other contract that we have involved in
24
general rate case treatment where we seek approval of that
| 25
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contract. So once we were over to the general side and more
normally just covering the costs of operation, we didn't see
a reason to ask or renew the request for that contract to be
approved.
COMMISSIONER JONES: Were the economics of that|
contract, of the new contract, examined by anyone with the
division or committee? Or is it on this record as to, for
example, what depreciation rate was used on the plant to
come up with the price?
MR. ALLRED: Okay. The initial contract, the one
we were dealing with in 98-057-12, had a 10 year
depreciation rate involved with it. The division, the
committee have had full access to those numbers, both that
we used to develop the contract, and then more importantly
have had full access to audit the bills from Questar
Transportation Service to the company under the contract.
The contract, as a result of the stipulation in this case
and the current status -- that contract has not changed.
It's still there. Questar Gas is still being billed under
the terms of that contract, so nothing has changed that yet.
COMMISSIONER JONES: Under that contract, I
believe if there was revenues obtained from the processing
for outside companies, that came back as a credit. How does
that - under the stipulation, how does that get accounted
for now?
Page 1006

MR. ALLRED: Okay. Again, under the contract
where the full costs of the plant were being covered, there
was a provision for crediting back any third party revenue
because basically Questar Gas was going to be paying the
full cost of the plant. And we felt that if there were any
third party revenues, those ought to be credited back
against that cost of service.
As part of negotiations to come up with the
stipulation in this docket that resulted in a stipulated
position that there should be $5 million of recovery of
costs, which is below the actual cost of the plant and only
for a five year period, now suddenly no longer are the full
costs of the plant being covered by Questar Gas. Questar
Transportation Service will be at risk for the recovery of a
significant amount of costs, and it was felt that they
needed the opportunity for third party processing to help
offset some of those costs.
Having said that, practically for the foreseeable
future, there will be no room for third party processing
because virtually all of the plant's capacity will be needed
for Questar Gas. Down the road it's possible there could be f
an upside potential there, but it's a future upside
potential that Questar Transportation Services is hoping to
achieve. Whether they do or not will remain to be seen.
COMMISSIONER JONES: As I recall, the total costsl
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were 7.3 million, and you settled on $5 million, so about 68
percent, as I calculated, of the costs are going to be
offered recovered.
MR. ALLRED: That would be about right. I guess
the other thing I would add is that during this historical
period, the test year period, I think the figure is about
$34,000 of third party processing costs, just so you have a
magnitude of the kind of third party processing credits that
are possible with the current configuration.
COMMISSIONER JONES: The original plan was that if
we could solve this problem for approximately 10 years, at
that point all the reorificing of all the customers would
have been accomplished. Is that still the plan? Is that in
progress to accomplish that?
MR. ALLRED: Certainly, we still have a need and
Questar gas's customers have a need to get the set point of
the appliances changed. The 10 years was a number we felt
comfortable with as a target. I think it's important to
understand the activities that are going on there.
First of all, we did change the set point on the
Questar Gas system. It's been communicated to all dealers
and installers, heating plumbing contractors. They are now,
should be every time they service an appliance, every time
they install a new appliance, it should be at that set
point; just as under the old standard it should have been at
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the old one.
In addition to that, as Questar Gas's service
technicians are in homes doing adjustments and have time or
as they get requests from customers, they are doing that
work. But there's, you know, 100 or 50 of those people, and
they have to do all the other service work, and there's
670,000 customers. So obviously, they're not going to do
all of the work in 10 years. You know, a substantial amount
of it's going to have to be done by heating and plumbing
contractors as they do replacements or as they do
adjustments.
It will be difficult. It's difficult to say
whether that will be accomplished in 10 years. We would
certainly like to see it accomplished in a shorter period if
possible. But the requirement to manage the heat content of
gas within an acceptable range for both the old set point
and the new set point is going to be with us for several
years more, and we'll just have to assess that as we go
forward.
COMMISSIONER JONES: So will this plant still have
some value at the end of the 10 year period?
MR. ALLRED: It's very possible that it would have
value at the end of the 10 year period. The question is,
will it have value to Questar Gas at that time? Will they
still need C 0 2 processing? Will the producers have some
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that you can leave it open, and we'll all feel comfortable
about it.
The fact is that the division took the position in
its initial case that they couldn't decide whether the
company had been prudent or not. The company obviously
takes the position that it did exactly what it needed to do,
what was prudent. On the other hand, the fact that the
company has agreed to compromise a substantial amount of the
cost coverage away suggests that there is a middle ground.
Anybody that reaches a compromise in a settlement of this
kind must recognize the possibility of an outcome that would
not be favorable.
So — and I guess technically the commission could
approve the stipulation and we could go on our merry way.
The company would - I suppose, could take the position that
the commission approved or found that it was 68 percent
prudent, using Commissioner Jones' calculation. The
division found it to be 50 percent prudent through some
peculiar way or other.
But if this is a hang-up for the commission, it
wouldn't be inconsistent with the settlement agreement
itself not to actually address the prudence issue in an
order approving the settlement.
CHAIRMAN MECHAM: But as you point out, by
implication, once we allow the costs in rates, I mean, in
Page 1011
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value in using that plant to process to meet the 3 percent
pipeline total inert standard? That's a question that now
Questar Transportation Services is at risk for. Under the
original contract they wouldn't have been at risk for that.
Under the stipulated agreement they will be at risk for
that.
CHAIRMAN MECHAM: Commissioner White, I know you
have limited time. Do you have questions?
COMMISSIONER WHITE: No. I don't think I do have
any more than what I've heard Commissioner Jones asking.
Thanks.
CHAIRMAN MECHAM: Okay. With respect to what
we're actually deciding in this case, two parties — well,
more than two, but some of the parties in this case have
submitted a stipulation and are requesting that we adopt the
stipulation. By doing so, are we determining the prudence
issue?
MR. SACKETT: I guess the answer is a qualified
yes. That is to say, although I don't believe the
stipulation itself even uttered the word prudence, it's ~
as a practical matter, it's hard to - it would be hard to
argue that approval of inclusion of the costs would leave
the question completely open. I guess the answer could be,
it's still open as a technical matter. But I don't think
it's — I don't think the company would play games to say
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effect implicitly we have deemed some portion of those costs
j
prudent, correct?
MR. SACKETT: Yeah, that's correct, but I also
remind the commission that the stipulation does provide for
the safety valve of the division or any other party at a
future time reraising the issue of the level of costs prior
to the expiration of the five year term of the agreement, so
there isn't afinalityto that judgment, I guess.
So as a practical matter, the division, or for
that matter, I suppose, the commission with its authority,
could revisit the issue at a later time pursuant to the
terms of the settlement, the stipulation, which says that
the costs as they come rolling in can be looked at in
connection with the company's overall results and overall
costs.
CHAIRMAN MECHAM: Mr. Ginsberg, do you have a view
of that?
MR. GINSBERG: I guess the way I would put it
would be that the stipulation decides that in light of all
the circumstances of— that were present in this case, the
need to process gas and the failure to — that is alleged,
to take actions or not take actions, the stipulation
produces a reasonable amount of allowance in light of all
those circumstances.
But I don't think that the stipulation in the
Page 1012
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1 future establishes any principle other than that in each
2 year we'll look at the cost of processing, which could go
3 down because of the need to process less because of changes
4 in circumstances, would continue to be looked at each — in
5 each subsequent year. The stipulation only sets a maximum
6 amount and an amount for this case. In a sense it does not
7 actually decide, say, you know, prudent or imprudent. It
8 says that this is a reasonable amount to be included in
9 rates in this docket in light of all of the circumstances
10 surrounding this issue.
11
CHAIRMAN MECHAM: But there again, the amounts
12 included in the stipulation, at least in my opinion, are
13 implicitly deemed prudent, correct?
14
MR. GINSBERG: I think you have to find the
15 results reasonable. Now, whether that equates to prudency
16 or not is maybe a different matter, but I think you have to
17 find that the stipulation is a reasonable amount of C02 cost
18 to be included in this case.
19
MR. SACKETT: If I could just augment one thing
20 along those lines, I think Mr. Ginsberg is onto the heart of
21 the matter, and that is, the commission, as it knows, has
22 the responsibility to determine just and reasonable rates.
23 I don't know whether there's anything in the statute that
24 explicitly discusses prudence as a statutory element. So
25 from the perspective of the ultimate determination of just
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1
and reasonable rates, then the Commission's finding that
2
this, as a part of the entire package of determining the
3
company's rates, is one of a just and reasonable component
4
in essence doesn't require, at least as a technical legal
5
matter, determination directly or indirectly about prudence.
6
COMMISSIONER WHITE: This is Commissioner Whitd.
7
I would like to explore a slightly related area if you don't
8
mind. Does the FERC now still have any role in this or not?
9
When you point out that circumstances could change over the
10
next five years or beyond five years ago, could one of those
changes in circumstances be if the company went to FERC and 11
12
got a determination that these costs are properly the
13
responsibility of either the rate payers or the producers or
14
the pipeline or someone else? Would that constitute a
15
change in circumstance?
16
MR. GINSBERG: I think that would clearly be a
17
change in circumstance, but what I had in mind when I said
18
conditions could change is the construction of the —
19
COMMISSIONER WHITE: Another pipeline?
20
MR. GINSBERG: - of Pipeline 104 which could have
21
a significant impact, as I understand It, on the need to 22
for the C02 plant.
23
CHAIRMAN MECHAM: Okay. Mr. Allred, were you
24
going to add something? Okay.
25
COMMISSIONER JONES: One of the questions that
Page 1014

seemed to be contradictory on the record was whether Geneva I
Gas, Geneva Steel receives some of this gas. Can you
I
clarify thai?
MR. ALLRED: I don't think I can clarify that.
Questar Gas, as a transporter for its industrial customers,
often does n't know the source of their upstream sources.
I
Like you, I heard the testimony, and at one time I heard no,
I
they don't, and another time I heard yes, they do from
different parties. But it's very possible that the
resolution of that is that while Geneva itself didn't buy
I
directly from the Coal Seam producers, they could have
t
bought from a marketer who, as part of that marketer's
I
supply, was Coal Seam gas. The — Geneva may not have known I
that, and the marketer would have known that. That's one
possible resolution of that, but I can't resolve that.
I*
CHAIRMAN MECHAM: Mr. Tingey, did you have
I
something you wanted to add in the earlier discussion?
If
MR TINGEY: Yes. On your prudence issue, and my [•
thinking would be along the lines of yours. As a matter of
f
fact, I don't see as a general matter how you can allow
I
costs into rates without some sort of prudence analysis,
just as a general matter. So if any C02 processing costs
I
are allowed into rates, then you are at least implicitly, as
I
you put it, making a prudence determination at that amount.
[
CHAIRMAN MECHAM: But isn't that implicit with all
Page 1015

their costs?
I
MR. ALLRED: Yes.
CHAIRMAN MECHAM: I mean, we don't make a prudence
decision on every element of cost that winds up in rates,
but it's implicit that costs were incurred prudently in
I
order to reach a just and reasonable outcome.
I
MR. TINGEY: Exactly, and in fact, there's, you
I
know, thousands of costs that aren't at issue in this case,
I
but they will be included in rates. And I guess the
I
implicit thing is that everybody thought they were prudent.
I
MR. REEDER: I think there's a distinction that
one needs lo focus on on a prudency issue. Customarily
l
prudency i ssues involve the approval of a contract or
approval of an asset investment, something with ongoing
I
life. As I understand Mr. Ginsberg's description of this
I
stipulation you're not being asked to approve a contract or
I
asset investment, something that will bind you forever.
I
Rather, you are being asked to approve a settlement, a
|
particular expense for a particular year, and not an ongoing
kind of undertaking, like an asset investment or a contract
fee, which goes to your point, Commissioner Jones.
L
The contract isn't on the table now. What is on
i
the table is a set amount of dollars for this year, which
I
may change in subsequent years, so the customary prudence
I
analysis and the binding of that customary prudence analysis
I
Page 1016 f
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doesn't necessarily have to occur in this case if you take
that perspective of this case.
CHAIRMAN MECHAM: Mr.Tingey?
MR. TINGEY: The other thought I had was, I
believe the legal description was a little on the lenient
side of the standards. I think while statutorily what's
been said may be correct, but there are some Supreme Court
decisions that may impose other requirements upon you.
CHAIRMAN MECHAM: Which ones?
MR. TINGEY: Well, my favorite is the wage case
which talks about the findings you have to make for
particular costs, the Questar case. There may be others.
CHAIRMAN MECHAM: Since we have given you the
floor for just a minute, let's return to QGC 7R. 1 and either
you or Mr. McFadden, however you want to treat this, can
address this. But I take it several times during the
hearing - well, this is just the one that shows the volumes
that Questar Gas was taking from the Coal Seam production.
And several times you and perhaps others said that Questar
Gas wasn't taking gas from Coal Seam or wasn't taking the
Coal Seam gas.
Does that - does this exhibit - what bearing
does it have on your position? Does it change it? Does it
strengthen it? Does it weaken it? What's your view?
MR. TINGEY: I hope we didn't say we're not taking
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our production, or slightly less than half, is company
production. So of purchases, if that's your question, then
it would be a higher higher percentage, up around 12 and a
half or 13 percent of purchases.
CHAIRMAN MECHAM: So 7 percent of overall, and 12p
or 13 percent of purchases?
MR. ALLRED: Yes.
COMMISSIONER WHITE: This is Connie White. I hati
to break in here, but I do need to leave the call. Thanks
everybody for doing this. It's been very helpful and
apologize for being absent.
CHAIRMAN MECHAM: We'll let you read the
transcript when you come home.
COMMISSIONER WHITE: Okay. Is it a problem if I
hang up? Will it mess up the call?
CHAIRMAN MECHAM: I don't think so.
COMMISSIONER WHITE: Okay. Thank you very much.
Bye.
MR. MCFADDEN: (Via speakerphone) I'd like to
follow up on something Doug asked Steve.
CHAIRMAN MECHAM: Mr. McFadden.
MR. MCFADDEN: One comment to make was that in
98-057-12, the volumes of gas that were being purchased we
were told was zero or even less than what they are now.
CHAIRMAN MECHAM: Hang on just a minute. Let's go
Page 1019
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any of the gas. I think what we said is we're taking very
little of the gas. And in fact, if I could ask Mr. Allred
some questions, so we could actually put a percentage on
that number so it's out on the table.
CHAIRMAN MECHAM: You mean a percentage of thei
overall?
MR.TINGEY: Yes.
CHAIRMAN MECHAM: Okay. But so you're saying th|
represents very little?
MR. TINGEY: In the overall scheme of things, yes.
CHAIRMAN MECHAM: All right. Well, go ahead and
ask him the question.
MR.TINGEY: Well, there's the question. How much
gas — let's start with the big number. How much gas
overall did Questar Gas use during the test year? Start
with, we'll do '98 - '99, excuse me.
MR. ALLRED: I don't have a number right on my
fingertips, but it's in the order of 100 million decaderms.
MR. TINGEY: A little over that, yeah. And this
is '99, right?
MR. ALLRED: Yes.
MR. TINGEY: Okay. A little over 100, and then
Coal Seam amounted to how much, Coal Seam purchases?
MR. ALLRED: Well, if we are approximating, it's
around 7 percent of total gas. But I point out that half of
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off the record.
(Discussion held off the record.)
CHAIRMAN MECHAM: Let's go back on the record.
Why don't you repeat what you just said.
MR. MCFADDEN: In 98-057-12 I believe the
purchases were described as minuscule, zero or minuscule.
In other words, none of the gas was being purchased, or even
less than what they're purchasing today. And I don't have
the response to the data requests in front of me, but there
was a request made. And I don't know if it was by the
division or the committee. And it was even after that test
period that the first purchases showed up, so I think
there's been an increase in the purchases from the C 0 2
facility.
The follow-up question I would have is, that in
the decision to purchase this gas, did the company include
the cost of processing the gas in their decision-making
process?
MR. SACKETT: I thought the attorneys and the
commission got to ask the questions.
CHAIRMAN MECHAM: Well, actually, that was a
question I was going to get around to insofar as your
integrated resource planning is concerned. I mean, I'm
trying to figure out, in determining what gas you select,
did anybody analyze this with respect to the additional
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costs of processing involved?
1
MR. ALLRED: I guess I'm probably the best to
j 2
answer that question, and the answer to that question is, in
3
terms of taking it from 3 percent to 1 percent, no. And the
4
reason to not include those processing costs in that
5
decision is, whether Questar Gas purchases that gas or
6
doesn't purchase that gas, we still have the responsibility
7
to manage the heat content of gas coming to the system. If
8
we purchase zero, the gas would still have a right to be on
9
the pipeline system and would be on the pipeline system, and
10
we would have to process that gas.
11
CHAIRMAN MECHAM: Now, refresh my memory, though 12
Doesn't Questar Pipeline's tariff, paragraph 13.5, allow
13
Questar Pipeline to not take gas that would harm any of its
14
customers downstream?
15
MR. ALLRED: That provision does not allow Questar
16
Pipeline to refuse to take gas that meets its quality
17
standards. If you put that interpretation on in an effort
18
to keep this gas, this Coal Seam gas off the system, you
19
would be handing every other shipper on Questar Pipeline who
20
wants to take gas to Northwest Pipeline the ability to shut
21
in probably 70 to 80 percent of Questar Gas's company
22
production because that gas has more liquid hydrocarbons
23
than the Questar — that meets the Questar Pipeline standard
24
or is able to be blended, but does not allow that gas or gas
25
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from Questar Pipeline to flow on to Northwest Pipeline and
their shippers that want to move that direction.
I think that's one of the problems with the
interpretations that many have tried to put on that
provision, is they have looked at it as it applies to Coal
Seam production. Questar Gas and Questar Pipeline are
looking at it as it might apply to all of the pipeline
system, and if you take that interpretation and take the
Coal Seam gas off, then you have also got to be willing to
live with 70 to 80 percent of the company production, that
right now is a dollar to two dollars cheaper than purchased
gas, being shut in because somebody else wants to move gas
on the pipeline system to Northwest Pipeline, and they can't
because there's too much hydrocarbon liquid in Questar
Pipeline's gas.
So that's a dangerous direction to head. I know
it's been espoused in this case, but I can tell you that
that was never the intent of that provision. It runs
counter to FERC's whole concept that if gas meets the
pipeline quality specifications, it has a right to flow. I
don't think that interpretation would stand at the FERC.
And even if it did, in that Questar Gas would be the loser
of that interpretation, not the beneficiary.
CHAIRMAN MECHAM: Now, I may have interrupted your
answer that you were — with respect to the analysis.
Page 1022

MR. ALLRED: I think I was back on purchase, the
gas purchase philosophy. Questar Gas routinely looks at the 1
price of gas delivered to the pipeline meeting pipeline
1
quality standards. That's the basis on which we evaluate
1
all purchases. That's the basis on which we evaluate the
1
decisions of how much company production to produce, how 1
much purchases to take.
|
We have — we applied that consistently before the
1
C02 gas was in existence and coming on to the system. We're 1
applying it consistently now. I remain convinced that
1
that's the proper standard to apply.
I would also point out that the existence of that
gas in that quantity is having some significant impacts on
1
the purchase price of gas, not only that area, but on the
t
whole Questar system. What we're seeing in the current
f
market is, instead of gas on the Questar system being 10, 5
to 10 cents less expensive than surrounding systems, it's
1
now running 20, as much as 25 cents a decaderm cheaper than
surrounding systems.
There are some who attribute that to the excess
1
supply right now on the Questar Pipeline, and Coal Seam
J
production is one of those big sources of excess supply. So 1
if you —you know, if you're going to narrow in on one side 1
of that equation in terms of processing cost, you have to
1
include the other side also.
Page 1023 1

1
MR.MCFADDEN: Can I follow up on that?
2
CHAIRMAN MECHAM: Yes.
3
MR.MCFADDEN: As far as the amount of gas that
4 Questar does purchase, which according to my figures is
1
5 about 10 percent, I think you said 7 percent of purchases,
I
6 12 percent of throughput. Or I'm sorry, reverse that. If
I
7 only the volume of gas that was being used by Questar
I
8 customers reach the Questar system, would you need the C 0 2
9 facility?
1
10
In other words, you indicated that you're
|
11 purchasing some and that there is some transportation
1
12 volumes. There may be. If only that gas was reaching
I
13 Questar Gas's — Questar Gas's distribution system, would
1
14 there be a need for the C02 facility?
1
15
COMMISSIONER JONES: We'll ask that question.
16
MF,. ALLRED: And the reason I'm thinking is
17 because if you want to constrain the equation to that's the
|
18 only gas 1 hat's reaching our system, and you also add the
1
19 assumption that the traditional sources are filling that
I
20 pipeline, I could answer that question no because it would
I
21 be low enough that we could probably blend.
|
22
The problem with that whole question is that it
1
23 ignores the reality of the pipeline systems and the flows on I
24 the pipeline system. And in all probability, even though
[
25 we're only purchasing that quantity of gas and we're buying
Page 1024 1
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the rest of our gas supplies from some other source, the
realities of the flows on the pipeline is, the gas reaching
the Payson City gate is going to have 3 percent carbon
dioxide in it and it's not going to burn safely in our
I
customers appliances. And yes, we would need to process or
add propane or do something to manage that heat content of
gas delivered to the customers.
MR. MCFADDEN: Okay. Let me - you touched on an
area that I wanted to ask about the C02. You had stated
earlier that Questar has a unique need for the ~ for
1 percent C02 gas. Isn't it really that you are simply
removing the C02 to increase the BTU content; that it is not
a problem? It's - the C02 is not the problem. It's that
removing the C02 increases the BTU content. In other words,
the C02 itself is not the problem.
CHAIRMAN MECHAM: He can answer the question,
Mr. Sackett, and in fact, Mr. Allred can in turn ask
questions of Mr. McFadden.
MR. SACKETT: Okay. I just wanted to clarify what
the ground rules were.
CHAIRMAN MECHAM: When we get into a more pane
setting, we can ask questions of one another.
MR. SACKETT: Fair enough.
MR. ALLRED: Again, it's another example of trying
to parse this thing down to just one element that supports a
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particular point. And the easy answer to Mr. McFadden's
question is, yes. We are removing the C02, and that does
have the effect of raising the BTU level.
What that leaves out of the equation is that even
with the C 0 2 removed, that gas doesn't meet the minimum in
terms of the 1020 BTU we have established to be compatible
with the historic set point. However, because the burning
of gas in appliances isn't strictly a matter of BTU or heat
content, it's a function of physics and the specific gravity
of the gas and the way it flows through the orifice, through
some pretty innovative research and some pretty good
analysis confirmed by our own expert, George Schroeder, and
also confirmed by AGA labs, that gas, when it is processed
to a 1 percent or less total inert — and I want to stress
that. It's not the C02. It's the inert level. But at 1
percent inert, that gas physically burns on an
interchangeable basis with the traditional gas on the system
at the 1020 and is safe for customers to use.
MR. MCFADDEN: The 1020 is the historic set point.
The new set point is less than that?
MR. ALLRED: Well, the historic set point was
about 1080, and the minimum for gas to be compatible with
that set point, in terms of just BTU content, was about
1020. The new set point is about 1020, and it allows gas
down to about the 980 level to be burned.

MR. MCFADDEN: I guess the only other question l|>
had was about the transporters. You had indicated whethem
the transport customers on Questar Gas's system utilized
|
this gas or not, and wasn't there some discussion of the
E
transporters not being required to pay for the C 0 2 content t
or for the C 0 2 plant because they had already changed their
set points?
P
MR. ALLRED: There's certainly been discussion p
about that issue. The fact of the situation, as we sit here
|
today, is that through a stipulation on rate design, a
p
portion of any C 0 2 processing costs that are approved in |
this docket will be paid by transportation customers of the u
Questar Gas system.
h
There's still a lot of debate on whether or not
|
that's fair or should be there, and that stipulation has
[!
been opposed by at least one transportation customer as
||
being unfair and not justified. But the majority of
l!
transportation customers have agreed to provide some cost h
coverage of C 0 2 ; in fact, greater cost coverage than the fc
company proposed in the case.
V
MR. MCFADDEN: Would it be fair to say that therdj
are residential and small commercial customers who are I;
buying gas whose set point appliances have already been |
changed?
I
MR. ALLRED: Yes.
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MR. MCFADDEN: Okay.
f
CHAIRMAN MECHAM: Mr. Tingey, with respect to the |
Committee's position, I suppose if Questar Gas had gone to
I
the FERC and gotten a decision from them that because of
I
their higher requirements, they have responsibility, the
I
cost responsibility, the committee wouldn't be taking the
I
position it takes today.
MR. TINGEY: That's one part of the Committee's
position is, yes, they should have done that. So that would
I
take that one out of play, yeah.
I
CHAIRMAN MECHAM: And what's the other part?
MR. TINGEY: Well, there's - that part is the
|.
unknown, and you said Questar Gas going to the FERC, and 1'rri*
not sure if that's the right entity. It might have been
K
Questar Pipeline.
h
CHAIRMAN MECHAM: Well, it could be either one in
my opinion.
u
MR. TINGEY: Right. And the question is, if
FERC - if they did that and did a good job and FERC said,
I
"We're not going to change the pipeline tariff. It's your
I
problem, Questar Gas," I mean, is that what FERC said in
I
this question?
p
CHAIRMAN MECHAM: Right.
MR. TINGEY: Well, what are we left with then?
I
MR. MCFADDEN: Can I chime in?
V
I*

Page 1026

Page 1028 |

9 (Pages 1025 to 1028)

6/23/2000
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

IN THE MATTER OF THE APPLICATION OF QUESTAR GAS COMPANY
REPORTER'S TRANSCRIPT OF PROCEEDINGS

CHAIRMAN MECHAM: Yes.
1
MR. MCFADDEN: The suggestion we have made was
2
that they could have gone to FERC and requested that the
3
quality standards in ~ either Questar Pipeline could have
4
gone to the FERC and requested a change or Questar Gas
5
Company could have gone to the FERC and filed some sort of
6
complaint-type filing asking the FERC to force the pipeline
7
to change their quality standards. But that wouldn't
8
9
establish the rate treatment at the local level. Whether
10
the standards change or not, the real question is, who
11
caused these costs to be incurred, and who is benefitting
12
from these costs? And I think that's the real question.
CHAIRMAN MECHAM: Well, it may be, but if FERC -\ 13
14
and again, this is my hypothetical. IfFERCmadea
15
determination that it was the higher set point of Questar
16
Gas that caused these costs to be incurred, what would you
17
do then?
18
MR. MCFADDEN: Well, I think if the finding was
19
that it was a higher set point, then they are the ones that
20
caused the costs to be incurred. If that was the finding
21
from FERC, or for that matter, if that is the finding from
22
this commission, that it's the higher set point that caused
23
the problem, then I think that changes the position.
24
And our position on that has been the set point
25
has been what the set point has been for 40 years. The
Page 1029

problem. We're now two and a half years down the road, and
they still haven't asked the question.
CHAIRMAN MECHAM: Well, that's an interesting
point. Let's say they were to go to FERC today. What would
FERC be dealing with now? The same issue? Are the issues
the same now that the plant is in place? I mean, obviously
originally they would look at that and say, "Okay. Who
caused these costs to be incurred? Do the producers have
any responsibility for those costs? Should they be divided
or allocated in any way?" Are those the same issues today?
MR. TINGEY: I think they are, and I would hope
that you would read those FERC cases that actually deal with
Coal Seam gas because that's the analysis they should use
is, who should properly bear the cost of cleaning up low
quality Coal Seam gas, is exactly how they put it. And I
think that's still the question today.
CHAIRMAN MECHAM: Well, I did read them.
i
MR. TINGEY: Good.
CHAIRMAN MECHAM: Well, but I'm trying to - so
let's say now we have been to FERC, and FERC comes back and
reaches a conclusion that Questar Gas is responsible. What
remains to be decided after that? You say there are other
alternatives and whether this was the best one?
MR. TINGEY: And whether this was, whether costs
were properly ~ whether they needed a 24 million dollar

i

Page 1031

1 C02 - or as long as anyone remembers. In the previous I 1 plant or 2 and a half million dollar plant, you know, those
2 preceding we discussed that. When was the previous set
2 sorts of issues that you would be looking at. But you would
3 point established? No one could come up with it. It's been 3 have an answer as to who was going to pay.
MR. MCFADDEN: I would also suggest that the other
4 historical forever.
4
5
And the C02 plant comes on the gas in'95. It's
5 term of the tariff would be one that you would push also. I
6 hard to say that the problem is the set point that's been
6 believe it's Section 13 that Mr. Allred had referred to a
"
7 established for 50 years is the problem now in '95 that C02 7 little while ago that indicated that that wasn't the
8 gas is coming onto the system. That was the position of thd 8 intention. I think there's a dispute as to whether that
9 committee.
9 interpretation is the appropriate interpretation.
So there's two things that really should go to
10
CHAIRMAN MECHAM: Mr. Tingey?
10
FERC.
One would be, can we reduce the C02 requirements?
11
MR. TINGEY: I just wanted to add on your
11
12 hypothetical, I think if you get that far with FERC saying 12 And two, can we utilize this term of this tariff that you
13 we're not going to change the tariff, if you have got that
13 have approved to refuse to accept delivery of this gas
14 and you assume that this is a problem that needs to be
14 because it harms downstream customers?
CHAIRMAN MECHAM: Mr. Allred, did you have
15 fixed, then the Committee's testimony and others suggested 15
16 some other alternatives. So you would still be looking at 16 something?
MR ALLRED: Well, on this whole discussion, I
17 whether this was the right thing to do with those other
17
18 alternatives out there, so you would still have that
1 want to make sure we get a couple of background facts
19 question to be asked.
19 straight. I don't want anyone to assume that the only need
I 20
But the conclusion to all this is, I mean, it's an
20 to change Questar Gas's set point was the introduction of
21 interesting hypothetical; and the problem everybody has w i p l Coal Seam production that meets 3 percent pipeline standards
22 this is, we don't know the answer to that. And we should
22 onto the system. As we explained to you, in January of
I 23 know the answer to that because that's what should have I 23 1998, we have experienced in the past and continue to
24 happened. They didn't ask, and they could do it tomorrow jf24 experience a decline in the BTU content, not only because of
25 they wanted to. Late '97 they said they knew they had a I 25 Coal Seam production, but because of increased processing of
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higher BTU-value hydrocarbon liquids.
1
And even in the absence of Coal Seam production,
I 2
we would be facing a situation of changing the set point on
3
the Questar Gas system because of the changing BTU content 4
of gas on the northern system of Questar Pipeline, on the
5
southern system, on Kern River, for that matter.
6
And I hope we don't limit our discussions here
7
just to Questar Pipeline because it is possible to get Coal
8
Seam production in the future down Kern River being
9
delivered to Questar Gas's system. In fact, Kern River is
j 10
actively seeking to have Powder River Coal Seam gas
11
introduced into its system. So we're dealing with a general
12
change in the gas heat content.
13
There is a need for Questar Gas to make that
14
transition and change so that we're in line with the rest o f
15
the LDCs in the country and more in line with the standards
16
17
of what pipelines are routinely delivering gas.
But having said that, the Coal Seam production is
18
the significant manifestation of the cost of that effort
19
20
that we're currently dealing with. What I want to stress is
21
that at the FERC you would see this issue framed in that
22
larger context. In that larger context my judgment at the
time when we made the decision and my judgment now is that 23
the likely outcome of an FERC action would be, it's a unique 24
problem to Questar Gas. The costs of remedying that need to 25

no controversy here. The problem is taken care of."
h
But even if you could get them to look at it, it
I!
in my view would be something that would involve a
|
considerable period of time to allow the intervenors, the
I
producers who have a vested interest, as was demonstrated by f
the public witness presentations o f River Gas and Dominion, |j
as well as other shippers, as well as other pipelines.
p
So I can't tell you exactly how long, but it's not
r
the sort of thing that the FERC would handle as a summary |]
disposition matter, and we would be looking at presumably I1
something in the neighborhood of a year perhaps, maybe at [
best.
I
MR.TINGEY: Can I follow up?
CHAIRMAN MECHAM: Yes.
MR. TINGEY: You said you had read these cases,
I
and you can do the math on how long they took. And we also I;
ought to point out that in both of those cases they didn't
[
even bother to hold a hearing. They said they didn't need
I
to. There were lots of protests. Everybody came in, just
I
like Mr. Sackett said they would. One of them asked for
Is
rehearing and got it. Lots of protests from all these
producers.
And FERC said, "We don't even need to hold a
hearing. We'll hold a technical conference and we'll change 1
the tariff," and it didn't take that long. So there's
I
Page 1035

Page 1033

I
I
)
1
>
>
1
5
)
3
1
2
3
4
5
5
7
3
9
3
1
2
3
4
5

flow to the Questar Gas system.
And that was the judgment we made at the time, and
it's still the judgment of what would likely happen. And so
you would still be left with, as we just heard, the decision
here at this commission of: All right. N o w those costs are
here. How do we recover them?
COMMISSIONER JONES: What do you think the time
would be required to go to FERC and by the time you add the
intervenors and all this other thing?
MR. SACKETT: Commissioner Jones, we have, as you
might guess, considered this question at great length over a
long period of time, not only originally, but even as late
as yesterday and at the time that the hearings concluded
last week, tried to look into what happens.
Knowing something about the FERC process and
knowing that there would be not only protests from
producers, but probably intervention by other pipelines and
shippers, it is unlikely — and former commissioner Tursic
testified to this effect as well — that any process that
would be undertaken would go quickly and smoothly.
Even if the commission, the FERC, were to say yes,
we'll undertake to look at this, and there is even some
question about that in light of Chairman Mecham's
observations that we have a different situation than existed
two years ago, and the commission might well say, "There's
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right-on-point precedent on those issues.
One other comment on what Mr. Allred had to say I
about the big picture, as he put it — fair description, but I
there's clear testimony in the C 0 2 docket from several
[
Questar witnesses ~ I'm not sure if Mr. Allred was one o f
them — that what we have here is two separate issues. W e
have a general declining B T U content that they were
perfectly able to handle and they were handling. And
changing the set point would have solved the problem, and
that was an issue that they were handling.
A separate issue was this Coal Seam gas, and it's
the costs from the plant that came from that Coal Seam gas
we're talking about here. They're different issues. I
|
appreciate his explanation o f the big picture, and he's got
a point, but we got to keep in mind these are two separate
issues according to their testimony.
MR. ALLRED: And I object to that characterization
o f my testimony. Every bit of my testimony has gone to the I
fact that this is an overall issue. More o f the attention
has been on the C02 costs, and at every step the committeej
has tried to paint it — and in fact their witnesses have
I
painted it as two separate issues. But it is not. It is
one issue. It is the same issue. It is managing the heat
content so that customers can safely burn the gas, and it is J
not two separate issues.
I
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MR. MCFADDEN: Absent the C02 gas, would you have] 1
built the C02 facility?
2
MR. ALLRED: Obviously no.
3
MR. MCFADDEN: Okay.
4
MR. ALLRED: But that doesn't change the fact that
5
the only reason for that processing is to manage the heat
6
content of gas on Questar Gas's system, and it is no
7
different than blending gas. It is no different than
8
injecting propane. It is no different than any other
9
measure that may be taken to management heat content. I
10
know we disagree on that. But I just didn't want it
11
characterized that it was Questar Gas's position that it was
12
two separate issues because it is not our position.
13
CHAIRMAN MECHAM: If you weren't taking the Coal 14
Seam gas, would you have just continued blending? Injecting 15
propane? What would you have done?
16
MR. ALLRED: Well, I guess I need to ask, how
17
would - if we weren't taking the Coal Seam production, on
18
the northern system we would still be blending gas sources
19
to maintain heat content. We could potentially still be
20
injecting propane. We haven't had to yet, and we hope we
21
can keep avoiding to do it because that's terribly more
22
expensive than even C02 processing, but all those
23
possibilities are out there of things that we will need to
24
do, even going into the future, even with the C02
25
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1
processing.
CHAIRMAN MECHAM: Yeah. I'm just-I mean, you 2
3
were talking about a declining BTU content without the Coal
4
Seam gas.
5
MR. ALLRED: Yeah, right.
CHAIRMAN MECHAM: And what would you have donb 6
absent the Coal Seam gas? Would you continue doing what you] 7
8
have been doing, or would there have been something like a
9
C02 processing plant?
10
MR. ALLRED: I want to make sure we understand.
11
We have for years and will continue to blend gas.
12
CHAIRMAN MECHAM: Understood.
13
MR. ALLRED: Okay. We would have still sought set
14
point change because we needed it on our northern system
15
without the C02 gas being introduced. Okay. The particular
16
area we're in down in the southern system, without the C02
17
production coming onto the pipeline, those traditional
18
measures of blending would have for now handled that
problem.
19
But if a producer chose to build liquid
20
extractions plants, or if they chose to operate existing
21
plants to a heavier type of hydrocarbon liquid, we could
22
have faced that same problem of needing to either inject
23
propane, or pay somebody not to process, or incurred costs
24
in order to manage the heat content.
25
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MR. MCFADDEN: Does that assume - Mr. Allred, is
that assuming that the transition period would still resolve
the issue, though? I mean, even with the C02 content at the
current level, changing the set point that was done two or
three years ago in establishing the ten year transition
period, can we fast-forward through that transition period?
Without the C02 content gas, would we need a transition
period? Would it shorten it? What would it do?
MR. ALLRED: Regardless of the C02 gas, we need
the transition period. The length of the transition period
has nothing to do with the C02 processing. It has to do
with how long it takes 670,000 customers to change their set
point.
And I also need to point out that once that's
done, we're not finished managing this problem because then
when that - we're like most other systems in the country,
we have a set point that's consistent with the low end of
the pipeline spectrum. And if gas which meets pipeline
quality standards that is of a higher BTU content comes to
the system, we'll have to take measures to manage that.
And in all our discussion of FERC cases, I would
hope the commission reads carefully the CIG cases in Denver
regarding air injection and the cost of air injection on the
pipeline system to manage the high end, because that could
be there in the future. And if you are looking for a FERC
Page 1039

case that's most analogous to the situation we're dealing
with here of an LDC managing the heat content of the gas
entering their system and a pipeline assisting in that, I
believe the CIG case where Public Service of Colorado has|
incurred those costs is most analogous to the situation
we're dealing with.
MR. MCFADDEN: Except that all of the gas was
being purchased by Public Service for their customers. If
all this C02 gas was being purchased by Questar, and they
needed it to meet their customer's requirements, I think the
issue is significantly different.
MR. ALLRED: That can be debated, but it doesn't
much matter to me whether it's purchased gas. If it's the
gas that's coming out of the pipeline system, if customers
are going to be kept safe, it has to be handled.
MR. ALT: May I ask Mr. McFadden a question?
CHAIRMAN MECHAM: Yes. This is Mr. Alt
representing the division.
MFt. ALT: My question has two parts. The first
one is, do you think the C02 plants should be shut down
today? And the second part of the question is, do you thinlj
it should be run for a short time while another alternative
is explored, and then the C02 plant, when that other
alternative could be in place, the C02 plant could be shut
down, say in a year or something?
Page 1040
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MR. MCFADDEN: Let me address the first part
because it really gets to what Mr. Allred was saying about
managing the BTU content. We agree that there is a problem,
and it's a safety problem, on Questar's system relating to
the level of the BTU content, and that it has to be dealt
with.
What we looked at was, when we looked at the issue
we saw the BTU problem as one issue, and that the revising
the set point and the transition period took care of that
problem absent the C02 gas, that the C02 gas was a separate
issue that exasperated the problem.
When we looked at the solutions to the C02 gas,
absent a couple others that we would have liked to have seen
some analysis completed, we said, based on the ones that
they looked at, the C02 plant was the lowest cost and
probably a reasonable alternative.
So I think the short answer is, no. I don't think
you would shut down the C02 plant. The second part of that
question, though, is really - I guess the second part of it
is, you should run it as long as you need to to burn the gas
in the appliances on their distribution system safely.
The — where we disagree is, who should pay for that.
The question becomes one of equity. The gas
doesn't burn safely in the appliances. It's a transition
period, that without the C02 gas, there would be no C02
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pay for it, and the best evidence of your asking the wrong If
people to pay for it is, nowhere in the country does an LDCfi
ever pay for one of these plants. It's paid for by
I:
producers or pipelines everywhere.
|
CHAIRMAN MECHAM: Mr. Allred.
]
MR. ALLRED: I keep hearing this phrase and term p
that the producers or the other transporters of this gas are |
the ones that are benefitting from the processing. I'd like h
to ask Mr. McFadden, which specific producer or transporter h
of the Coal Seam production needs that gas processed below if
the 3 percent total inert standard of Questar Pipeline?
li
MR. MCFADDEN: Well, I don't believe that it - in |
the instance of designing the rates and who should pay for []
it is the 3 percent the key factor. It's, who is the gas
|?
being processed for?
y
MR. ALLRED: Could that gas |
MR. MCFADDEN: When you look at the rates and I
simply saying that it meets pipeline standards; therefore, I
Questar Gas Company customers should pay for it, we don't I*
agree with that. We're simply saying, it's being processed. K
Whether it's going from 7 percent to 1 percent or from 4 h
percent to 3 percent or 3 percent to 1 percent really isn't f
the question.
L
The question is, who is the one that is
if
benefitting from that gas being processed. I guess the
p
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plant and there would be no further exasperated BTU problem
And therefore, you have to look at the rate implications.
And the rate implication, I mean, just the basic
underlying principle of cost causation says: Well, let's
see. You're processing C02 from producers who are shipping
up to 90 percent of their gas to customers off of Questar
Gas's system and off the Questar Pipeline's system. So the
people who are causing those costs to be incurred are the
producers, the pipeline that's transporting it, and the
customers who are buying the gas.
So those costs should go with the gas. They
should go with the contractual agreement to buy that gas
with the C02 content the way it is, not to the people who
simply are getting the gas because they happen to be located
near it and because the pipeline agreed to transport it. So
I think you -- if you have to ~ if the facility has to be
built for safety reasons, it has to be built. The real
question is, who should pay for it.
MR. ALLRED: Now I need to ask Mr. McFadden a
question.
CHAIRMAN MECHAM: I'll allow your question. Go
ahead, Mr. Tingey, first.
MR. TINGEY: Well, actually, he got right to the
heart of it. I mean, nobody is saying close this plant
down. We're just saying, you're asking the wrong people to
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other way of putting it would be, would the company continue J
to accept that gas if they didn't have the C02 facility? I
meanfroma state standpoint, if you were pushed against the I
wall, it would seem to me that the company would likely say, I
we can't take this gas.
I
MR. ALLRED: I guess two points. First, I think
j
you, as you say, if you want to define the question as who
[
pays to get it down to 1 percent, that's fine. But the
I;
point is, at 3 percent total inert content, that gas does
I*
meet the pipeline quality specification, has a right to flow r
in the pipeline.
|
To your second question, though, could Questar Gas h
shut the gas in, Questar Gas has no ability to prevent the
l
gasfromflowingon the pipeline. Questar Gas could take
ji
the choice of shutting in the Payson, the Indianola City
r
gate, preventing that gasfromgetting to our customers.
|
However, if that happens, then we have residential and small |
commercial customers on the southern system from Indianola J.
to St. George with no ability to get them gas except off of
ji
Kern River.
If
And physically getting that gas forced clear back
||
up to the north would be difficult and would put the system j«
at extreme risk even in the summer. In the wintertime we K
would not be able to meet that demand. And on the Payson b
side of the south end of the Salt Lake valley, again there's K
r
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a possibility in summertime flows we could meet the demand,
but at greatriskto be system reliability. And as a matter
of fact, in the middle of a winter we would not be able to
meet customers' demands.
So, yes, to protect customer safety we could
reject the gas, but it would also mean customers not having
heat.
MR. MCFADDEN: I agree. I didn't hear anything
that we didn't look at, and as I stated earlier, we're not
suggesting that the C02 plant be shut in or closed. We're
simply saying that, even though all of those things exist,
we have to remember that this gas is being delivered to
California and Chicago and Dallas and other places for those
customers, not for the Questar Gas customers. That's the
key point. Again, if Questar Gas had to purchase all this
gas to meet its customers' needs, then I think those
customers should pay for it, but they don't.
CHAIRMAN MECHAM: Mr. Allred.
MR. ALLRED: I'm just going to say, that's a fine
statement to make, but no one has quantified or analyzed
what the impact on Questar Gas's customers if we set up the
pipeline system and the distribution ~ and the distribution
purchases so that the only gas that was purchased was gas
that meets our unique set point.
Lost in all of this discussion is the fact that
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1
that gas meeting the 3 percent pipeline standard can safely
2
be burned in Denver. It can safely be burned in Boise. It
3
can safely be burned in California. But if you want to go
down the road Mr. McFadden's described and set this up as a] 4
5
unique high BTU system so that the only gas coming to
Questar Gas is gas that meets the 1020 minimum standard, I 6
7
can tell you the costs to Utah customers will be far higher
8
than the costs of the C02 processing because basically you
9
will be defining a unique gas requirement.
10
And in order for gas to flow on the pipeline
11
system or on the distribution system, you will have to pay
12
the difference for all of the gas, not just the small part
13
of C02 gas that needs to be processed, but for all of the
14
gas we use between what it costs to meet this standard
15
versus the national standard that most of the pipelines are
16
at.
MR. MCFADDEN: But the set point has already been| 17
18
changed.
MR. ALLRED: Fine. For the next 10 years you have 19
20
got to meet that old set point also.
MR. MCFADDEN: Correct, and if you didn't have th<j 21
C02 gas coming into the system, you have dealt with your 22
safety issue regarding the low BTU content of the gas. You 23
have addressed that issue. And absent the C02 gas, you hav$24
25
solved that issue to the best of your ability at this point
Page 1046

in time.
Yes, it could change a year from now or two years
from now or three years from now, and at that point you may L!
be dealing with a similar question. The BTU content of the
gas may go up. Who knows? Maybe the liquids market falls
out, and the people quit taking the liquids out of the
market. And you will have to deal with that issue. But the
low BTU content you have dealt with by doing the — reducing
the set point and by establishing the transition period,
absent the C02 gas.
MR. ALLRED: And should Questar Gas get cost
coverage for the costs of managing that issue going forward?
MR. MCFADDEN: 1 believe they will. I believe
they have gotten the costs associated with managing that
issue in the past.
MR. ALLRED: So what you're really saying is, if I
devise a way to build it into the purchase cost of gas, then
everybody goes along their merry way and we ignore the
problem.
MR. MCFADDEN: That's exactly right because then
the people in Dallas and LA would be paying for that.
MR. ALLRED: And what if the costs of that are
higher than the costs of C02 processing?
MR. MCFADDEN: If there's a business reason for
Questar Unregulated Services to build a C02 plant that

I

r

Page 1047 I

allows these producers to sell their gas into Dallas, they
will colled the money from those producers, and that's what
we're suggesting should be done here.
P
MR. ALLRED: My question is, can you assure this
commission that the costs of that approach will be lower
than the cost we have assumed or that we have pursued?
MR. MCFADDEN: I can assure you it would be lower
for the cusi omers of Questar because they wouldn't be paying
for a service that they don't need or want. I cannot assure
them that it would be lower for the customers in Los Angeles
or Dallas or Chicago or wherever the gas is going. In fact,
I would suspect it would be higher for them because they
would now be bearing the cost for removing the C02, which
they are not bearing today.
CHAIRMAN MECHAM: Let me ask a question that you
can think about over a brief recess we'll take in just a
minute, and I have to preface this by saying that this is by
no means a commission position. It's a question, a personal
question, that I'll pose.
What if ultimately the commission were to
conditionally accept the stipulation, but the condition
would be that Questar take this case to FERC for an answer
and rates as to this element be interim? I'll let you think
about that and let's take a recess.
(Recess.)
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C H A I R M A N M E C H A M : Let's g o back o n the record.
Our recess wasn't a s brief as I thought it w o u l d be. I

3 believe we had a pending question.
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M R . S A C K E T T : We're ready to respond, your Honor.
C H A I R M A N M E C H A M : G o ahead.
M R . S A C K E T T : Oddly e n o u g h , w e had spent s o m e tim|b
thinking about this question as kind o f hypothetical, and I
alluded t o it earlier; n a m e l y what the c o m p a n y had thought

1
2
3
4

Mr. Allred gave what I thought w a s a very complete
explanation o f w h y Section 13.5 o f Questar Pipeline's tariff
could not b e used in the w a y that s o m e have suggested. That
is to say, it's a t w o sided kind o f thing. It w a s never

5
6

contemplated to be the kind of tool that one customer could
use to simply shut down the deliveries. His explanation of

7
8
about in terms of a possible outcome if a trip to the FERC
9
in Washington D . C . had been m a d e at various times along the 10
line, including now.
11
W e were still persuaded that the F E R C w o u l d have
12
not required Questar Pipeline to reduce its total inert
13
quality s p e c at an earlier time. W e are more c o n v i n c e d n o w . 14
Nonetheless, the company is willing to stand aside and not
15
o p p o s e a party, and probably the division, g o i n g to the F E R C 16
with a request of this kind.
17
The company itself would not be comfortable in
18
taking the issue as a company. It doesn't believe in it,
19

and taking it as a company issue with a company request in
the form of a complaint or otherwise would put the company
in a no-win situation. That is to say, on the one hand, it
would be pursuing or at least in formality pursuing a
position that it has claimed it doesn't believe in and
doesn't believe and would be subject to second guessing,

20

h o w that works o n the other end o f the B T U scale, n a m e l y
with company production that has s o m e relatively high, h i g h
higher level hydrocarbons in it, w o u l d also cause a problem.
With respect to Section 13.5, if there w e r e a
position taken that would ask the F E R C to interpret that
section in the w a y that the c o m m i t t e e has suggested, the

company would have to oppose that vigorously. So while the
company w o u l d b e willing to stand b y in essentially a
neutral position with regards t o the general question o f
cost responsibility and lowering the total inert level o n
Questar Pipeline from 3 percent to 2 percent, it can't and
wouldn't take a neutral position with respect to any issues
brought up with respect to the interpretation o f Section

13.5 of the tariff.

21

T o look also at this question o f what is it that a

22 party would ask for at the FERC, there's been a great deal
23 of discussion about two or three cases that the FERC has
24 decided on a similar issue in the past with respect to C02
25

or total inert levels. O n e thing that has been lost in the
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given a result that other parties might not be satisfied
1 shuffle here is, all of those cases looked only at the most
with.
2 taking levels down to the 2 percent level. No case that
O n the other hand, if the Division o f Public
3 anybody can find, including the committee, has dealt with
Utilities, w h o d o e s have standing to bring such matters to
4 any FERC approval of a 1 percent level for C02 or total
the FERC, were to do s o , Questar Company would not oppose afi 5 inerts.
inquiry in whatever forum the division decided to make it
6
The point about that is, that even if the FERC
concerning the issue o f cost responsibility.
7 were to give the answer that the committee claims that they]
I d o have to make it clear about a couple o f
8 wouldn't have given and would have given and might still
things. O n e is to follow up on s o m e testimony that
9 give, the answer would be at most to reduce the pipeline's
Mr. Allred gave concerning the global nature o f this
10 total inert or C02 level specification to 2 percent. That
problem. This is not an isolated Questar Pipeline, Questar
11 would still require continued processing down to the I
problem. H e pointed out that Kern River also presents a
12 percent level.
potential problem in this area o f the 3 percent inert level,
13
This is an area, for example, that Mr. Townsend
its level o n their pipeline. Actually, the level, I
14 for the division addressed in his testimony, about possible
believe, is 4 percent total and 3 percent C 0 2 .
15 support for a 50 percent approval of costs that the company]
It's well established that there is development in
16 had asked for at the $7.3 million level. So all of this,
the Powder River area in W y o m i n g that would, could produce
17 while it, in the company's view, makes an interesting
gas o f similar quality that we're looking at here that would
18 conjecture, it seems to actually highlight the fact that the
be accepted onto Kern River system. The point is here that
19 settlement that's before the commission is something that
any request to the FERC would necessarily involve connecting 20 actually wraps up all this uncertainty.

\\ pipelines, and in particular, Kern River, and the problem
\2 would not be solved by simply looking at the problem with
13 Questar Pipeline Company.
£4
£5

T h e second point is that there were some questions
earlier about Section 13.5 o f Questar Pipeline's tariff.

21
And we agree and have agreed that there is some
22 uncertainty about this question of cost responsibility, who
23 caused the costs, who benefits. Is it the beneficiaries
24 that get the cost responsibility? Who causes it? Is this a
25 cause of the changing world at large?
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Commissioner Tursic, for example, I think
testified that this is a ramification of the way the entire
country has become one natural gas marketplace. The fact
that the company historically has had a higher set point
than the rest of the world and could live in a kind of
isolated world is no longer the world we live in, and we
can't leave it that way. We can't isolate, as Mr. Allred
pointed out. To do so would be artificial and would in fact
cause higher costs.
So to come back to where we are, the settlement
that was reached between the division and the company tries
to wrap into an agreement something that would allow all thd
parties to move forward to settle things, to give some
finality to all of what we're talking about here, and
wouldn't put us in the position of the what ifs, and why
don't we march off to the FERC and do something that in the|
company's view would be relatively futile.
I don't intend to spend a lot of time addressing
what exactly the FERC would do, but one of the possible
outcomes is, the FERC will tell you there is no case or
controversy here. The plant is built. The safety problem
is taken care of. You guys are just arguing about local
allocation of costs, and we don't want anything to do with
it. That's one of the things we thought might happen even
at an earlier time.
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1
CHAIRMAN MECHAM: Yeah, but wouldn't you --1
2
mean, if the commission — again, this is strictly
3
hypothetical. But if the commission didn't adopt a
4
stipulation and there was no cost recovery for this plant,
5
you would go right back to FERC, wouldn't you?
6
MR. SACKETT: I don't know that that's the case.
7
I think we would be probably at the Supreme Court.
CHAIRMAN MECHAM: I'm sure that is one step, but 8
9
you wouldn't go to FERC and see if you couldn't seek cost
10
recovery from others and/or have them decide that the only
one responsible is Questar to somehow bolster your case here 11
12
in the state?
MR. SACKETT: Yeah. I suppose that's one outcome. 13
14
Somebody that's cornered will do whatever is necessary to
15
try to minimize the damage. I don't deny that.
CHAIRMAN MECHAM: Well, so I guess all I'm asking 16
17
is, why not as the thing is pending see if there is - I
18
grant you that that's -- it's possible that they might say
19
there's no controversy. On the other hand, there may be
20
ways to raise it that leave them with something to decide.
21
MR. SACKETT: Well, let me actually follow up a
22
little bit with respect to the settlement. And without
23
trying to put words in the mouths of the division or argue
24
the case of why they agreed to the settlement, as we look at
25
the various aspects of uncertainty and what the company
Page 1054

decided to do in the way of stipulating, for example, one of
the division's theories was to follow up ~ we're talking
about here with respect to the 3 percent, 2 percent, 2
percent to 1 percent issues — that even if the FERC would
have granted Questar Pipeline or required Questar Pipeline
to lower its total inert level to 2 percent, gas would still
need to be further processed to the 1 percent level.
Mr. Townsend testified, well, gee, that's just
half of what the current plant will do, so why don't we
approve half of the costs. Well, Mr. Schneider gave
considerable amount of analysis and testimony to show that,
yes, that's irue. The costs will go down, but the costs are
going to be still about 75 percent, not 50 percent, with a
plant that would process at the 2 percent to 1 percent
level. Well, 75 percent of $7.3 million dollars is a little
over $5 million.
Now, that's not how the $5 million was arrived at,
but it's something that can — folds in the uncertainty
about, well, would you have got something from the FERC had
you gone there. Well, had you gone there, in our judgment,
the absolute most that a petitioning party would have
received from the FERC was the requirement that Questar
Pipeline's inert level be set at 2 percent. That still
leaves you with 75 percent of these costs for a plant to
remove it to the last 1 percent.
Page 1055

Another line that the division followed was
through Di. Compton who said: Look, if you go to the FERC,*
the FERC is likely to require the pipeline to pick up these
costs, and when all the dust settles, the cost will be
allocated back out to all of Questar Pipeline's customers,
including its transportation customers.
His estimate was 65, 35. That is, 65 percent
would go to Questar Gas Company; 35 percent would go
elsewhere, to other customers, other transportation
customers Well, 65 percent of $7.3 million is a little
less than $5 million. So there is another way in which the
question of what would happen if you went to the FERC was
folded into the settlement.
All of this is in the way of saying that the
settlement was a hard-fought kind of a process. The company
is going to get hurt by it if in fact the commission
approves it, but it's a hurt that the company is willing to
E
take to resolve the uncertainties.
Presumably the division isn't all that wild about
it. They didn't get their position either. That's what
settlements are all about. The fact is that settlements are
things that are going to allow the parties to get some
certainty in their corporate and agency lives and move
I
forward.
Going to the FERC, by the way, is not a no-cost

i
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proposition. I mean, you're talking about whoever does it,
and whoever the participants are paying Bob Reeder and me
and somebody else and a whole collection of— whole gaggle
of attorneys to deal with it. Maybe those costs are
something that can be absorbed in some way, but nonetheless,
there's a cost of further litigation. And that's what
drives many parties to settle matters, and this ought to be
no different.
So to wrap this up and not to go on further about
it, the company is willing, if the commission really thinks
that this is an appropriate path to take, to stand aside and
let the division carry the banner, so to speak, with respect
to the 3 percent, 2 percent issue, but it cannot take a back
seat if the issue of Section 1.5 is put in play. But to
avoid all of that problem, the company really believes that
the settlement that the two parties ended up with really
does fold in all of this uncertainty, and it ought to be
approved so that the rest of the world can get on with its
lives.
CHAIRMAN MECHAM: Well, let me emphasize, I don'l
know what the commission is going to do on this issue. This
was a thought I was throwing out there.
MR. SACKETT: Well, it's a thought that we had as
well, your Honor, so we did consider it at some length in
the last few days.
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to make that decision or to allocate those costs?
i
MR. GINSBERG: It seems to me you're in a position b
to make the decision that whether or not the decision that
I
Questar Gas Company made in 1998 and 1999 to build this h
plant and not go to FERC was a reasonable decision, and as a 1:
result of that decision what should happen.
y
And we obviously know they didn't go to FERC back 1;
then, and they didn't do other things that everyone alleged
f
they should do. But we don't know the answer of what the V
result would have been. And it seems to me that that
question has to be answered, regardless of what might happen h
in the future, by some future FERC proceeding, because it's L
not a FERC proceeding in 1998.
It would be a FERC proceeding in 2000, and 2001,
taking into account the existence of a C02 plant, taking
1
into account Questar Pipeline building this new pipeline
1
which may reduce or eliminate the need for the C 0 2 plant.
It seems to me it's a different factual situation than
existed back at the time all of this was originally being
debated, and to say that that will resolve the issue for
what happened back then doesn't seem to me to answer the
question.
1
It may answer the question based on the facts as
1
they exist today, but FERC isn't going to go back and say,
you should have come to FERC, ask us in 1998. They're going
Page 1059
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1
CHAIRMAN MECHAM: Well, okay. Mr. Ginsberg.
2
MR. GINSBERG: I think the way I would like to
3 approach it is, I think clearly the division would intervene
4 in any proceeding, whether it had been a couple years ago or
5 today. We probably would even consider a joint proceeding.
6 Whether or not we would initiate a proceeding on our own, I
7 think is a little more problematic, particularly when today
8 we — it seems to us that conditions have materially changed
9 from what they were a couple years ago.
0
The C 0 2 plant is operating. The C02 problem has
1 been solved for the customer, which is Questar Gas Company,
2 and for them to sit on the sidelines and sort of say, "Oh,
3 we're not going to FERC. We don't want anything to do with
4 this. You as a state can go to FERC. We have solved the
5 problem." Clearly it seems to me that FERC could say that
6 this is a parochial state issue. The company, the customer
7 itself isn't even there, and all the state's trying to do is
8 deal with a state problem that they weren't willing to solve
9 on their own in the proceeding that was pending before them,
0 and it seems to —
1
CHAIRMAN MECHAM: Well, but if we - let's again
2 hypothetically say that the commission reaches the
3 conclusion that the producers should be — or someone else,
4 take your pick, should be more responsible for this than
5 Questar. Are we in a position, is the state in a position
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to look at the facts as they exist today and make a
|
decision. They're going to look and say, state, do you have
1
some sort of standing to be here when the customer itself
isn't even here? You know, what is it you're doing here
1
when your own -- the distribution company who contracted for
C02 and has a binding contract with, albeit an affiliate,
you know, what is it we're asking FERC to do?
So you know, I don't know what the answer would be
if someone went back to FERC today. 1 think it would be
probably more speculative than it was back then. And that,
I think is the nub why we settled the case, is that, you
know, we don't know what would have happened back then. We 1
don't know what the answer would have been at FERC. We 1
don't know whether you could have shifted the cost to
[
producers. Everyone — you have a lot of people saying, you
could do it this way, a lot of people saying you couldn't.
1
But it seems what is clear here is that a decision
was made, whether right or wrong, to build the C02 plant
1
that everyone seems to acknowledge solves a problem that has 1
to be solved. And that's why it seemed a solution to this
1
isn't zero. The solution wasn't a hundred percent. The
I
solution was something, amount of disallowance based on, you I
know, what -- it would be easy if we thought the cost of the
plant was unreasonable, if they should have spent 10 million
as opposed to 20 million. But that isn't the case.
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1
We're dealing with this nebulous, you didn't go to
2
FERC, or you didn't exercise 1.5, or you didn't negotiate
3
with the producers. Yeah, they didn't do that, and we can
4
speculate on what the answer is, but I think you have to
deal with what's before you. And settlement only is a cost 5
of service settlement. If someone went to FERC and things) 6
7
changed, if the new pipeline was built and things change,
8
the issue would be right back before you. So I think it's
9
not real easy to say, "Well, we're not going to go.
Division, we'll stand aside and let you go." Conditions are 10
11
different, I think, today.
12
CHAIRMAN MECHAM: Mr. Tingey.
MR. TINGEY: Start with responding to some of the 13
14
things that have been said, and then we'll get to the
15
deposition. I'll start with the easy one. Mr. Sackett
talked about the costs of going to FERC, and granted, there 16
17
are some. But I don't think even Mr. Sackett, the other
18
attorneys could run up $5 million worth of bills. So it's
19
probably a pretty good investment.
20
The timing issue that Mr. Ginsberg was just
21
talking about and has been alluded to, the fact that this
plant is up and running and it may alter the way FERC look|s22
23
at it, it might, but then the thought hits me, well, it's
the way it usually is when you go to a regulatory body to 24
25
get recovery. It's for an operating asset, something that's
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1
already been built and put in service. You're not going to
2
get recovery.
3
So there's two sides of that one. It's not
4
unusual at all to be going in two years down the road and
5
saying: We've got this plant and give us recovery for it.
6
Can -- you asked the question, can you, this
commission, allocate costs between Questar and producers anc) 7
8
the pipeline and that sort of thing. Yes and no I think is
9
the answer. I mean, yes in respect to how much Questar
10
picks up. That's your job. That's your authority and —
11
CHAIRMAN MECHAM: I understand that.
12
MR. TINGEY: You can't order a producer to pick up
13
any costs, but you can order Questar to not pick up the
14
costs.
15
CHAIRMAN MECHAM: Yes, I do know that.
16
MR. TINGEY: So yes and nope is the answer. Now,
17
to the hypothetical I guess we're calling it, the proposal
18
thrown out, the committee's position, first off, you know,
19
we don't like it on the grounds we don't think Questar Gas
customers should be paying anything. And so on that basis, 20
21
we don't like that proposal.
22
But if you're going to do something like that,
23
here's our comments. It's certainly better than the
24
stipulation. At least we would actually — we may, subject
25
to the following comments, get an answer.
Page 1062

The major concern we have, has been pointed out by
the comments preceding me, of who is going to do this at
FERC and how are we going to know the job is done right and
done aggressively. We have the company saying they don't
want to do it. We have the division admitting that they're
in a bit of a compromised position on this one, I think is
what he said. I'm not trying to put words in your mouth,
and in a real funny position if they're the only ones there
and if company is not.
And if we're asking to have Questar Pipeline's
tariff changed, Questar Pipeline probably ought to be a
party to that action. There — we have some real concerns
about the practical aspects of how this would be done, who
would do it. There's a very serious question about whether
the committee would have standing to even participate at
FERC. We don't know how — who this can be done by. We
don't know.
I don't know if maybe the commission's attorney
could go. I don't know if that's a possibility or not, but
there's real question about whether the job - who would do
the job and how could we make sure it was done well, and
particularly with the comments of the company saying we
won't oppose it, but we're not going to take part. I don't
know how the job can get done right.
So I don't know if you would get a legitimate

I
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answer or not is the bottom line to all of that. And then
you have got ideas of, you know, further issues, further
practical issues of what if there's an appeal and who can
appeal, and you know, if you're creative enough you can come
up with a bunch of other problems. But that's the position.
My understanding is, the proposal would be an interim rate?
CHAIRMAN MECHAM: That's what I said.
MR. TINGEY: Subject to refund, assuming with
interest if it comes out that way. That part is certainly
better than a stipulation, but we've got some serious
concerns about how to practically implement that, given the
company's reluctance to do anything and the company's
putting itself in a funny position with the testimony it's
filed so far. That's our comments on that.
Although the last one ~ sorry. I thought I was
done. I mean, the last one is, I guess we're back where we
started. We've got a company saying, "We're not going to do
it. We're not even going to make the effort to ask this
question and do the job right." And i f - that gets you
back to the same starting point of, if they're not even
going to make that effort, why should they get any cost
recovery at all?
CHAIRMAN MECHAM: Well, I posed the question. I
didn't come up with the answers, but with respect to —
well, I mean, part of my hypothetical was that the condition
Page 1064
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1 be that the case be taken to FERC. Now, exactly who, how
2 or - I mean, I don't have the answer to that.
3
MR. SACKETT: Can I just follow up-4
CHAIRMAN MECHAM: Go ahead.
5
MR. SACKETT: - j u s t briefly? Being in an
6 uncomfortable position of almost agreeing with the
7 committee, I'll say this. I think what you heard from the
8 three of us is that for different reasons and from different
9 perspectives, trudging back to the FERC is not probably
0 practical. And once again, that brings it back to why the
1 settlement itself is the more reasonable resolution of the
2 problem.
3
I mean, Mr. Tingey has raised a question about,
4 well, who can make the case? Who can do it? And I think he
5 said, "I don't know how the job would be done right."
6
I think it's pretty clear just from a practical
7 perspective that you can t ask a distribution company that's
8 taken a strong position on what it did was right, was
9 prudent, was the correct thing to do at the time, to then go
0 back to the FERC and say, "No, we didn't really believe
1 that. We're here to take a different posture."
2
Similarly, from the division's point of view, and
3 maybe the committee's, a request at the FERC that has as
4 perhaps a neutral intervenor the local distribution company
5 would be an odd kind of proceeding at the FERC, although I

1 That was being put together earlier this week, so it should L
2 be ready perhaps even as early as Monday. And with respect |
3 to the bidding process and the bidders, we can do that as
|j
4 well, Commissioner Jones.
1]
5
COMMISSIONER JONES: Thank you.
1
6
CHAIRMAN MECHAM: Let me ask the division a [
7 question with respect to this stipulation. In order to
1
8 determine whether or not five million is the appropriate
|
9 amount in future years, how are you going to guarantee that |»
10 you will be able to get the information that you need in
r
11 order to make that judgment? I mean, you're not going to r
12 just be dealing with Questar.
K
13
MR. GINSBERG: Well, I think the stipulation
Y
14 actually provided —
[»
15
CHAIRMAN MECHAM: What does it say?
16
MR. GINSBERG: I mean, we have the right under the I
17 Wexpro agreement, and I think we have the right, regardless!
18 of whether an agreement existed, to investigate expenses on |
19 an affiliated relationship. Whether there be an agreement r
20 or not, they have many, many costs that are recovered
1
21 through affiliated relationships. And I think they - those
i
22 costs have to be reasonable costs and meet whatever test for ||
23 reasonableness that exists. So I think regardless of how
1*
24 the stipulation actually is worded, affiliated costs, I
I
25 think, are subject to scrutiny. I don't know what the exact |
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don't think it's necessarily unprecedented. So I think what
all of this has turned out to be is, well, we're willing to
stand aside and let this go forward.
And by the way, I think the commission itself
would have the standing to bring such an action. The
Wyoming commission, for example, participates in FERC
matters, and there are other commissions as well. But as a
practical matter, I think we're beyond that for good, bad or
ugly.
COMMISSIONER JONES: I just had a couple of items
unrelating to that, to the late-filed exhibits. One is on
this bidding process on the plant itself. Who were the
bidders and what was the process?
And the second one is a question we asked during
the hearings, but still have some confusion on them. That
is, cost of capital question. Six companies were used by
Mr. Olsen to compare returns, and our questions are - and
the questions were asked in the hearing, but I think the
answer was they didn't know. But I wondered if you could
find out for us. Do they have a weather normalization
program, these six companies? And second, do they have a
pass-through process? I appreciate it if I could get
late-filed exhibits on both of those questions.
MR. SACKETT: With respect to the latter request,
we are in the process of actually getting that together.
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language is.
MR. SACKETT: The exact language is - it's
paragraph l l out of the stipulation. Questar agrees that
the division will have the right to information on the C02
processing costs and can use that information in assessing
ongoing earnings levels of Questar.
MR. GINSBERG: So I did interpret that to mean
that we can go into that, and I believe they have actually
been to the plant, that we can go into that plant and look
at the cost to determine whether they're reasonable or not.
CHAIRMAN MECHAM: Is that your understanding,
Mr. Allred?
MR. ALLRED: Yes. We think as a cost coming to
Questar that it's within the division's right to audit that
cost. We have not stood in their way of auditing the
underlying costs of, for example, Questar management under
the gathering agreement, certainly under the Wexpro
agreement, as Mr. Ginsberg referred to. And likewise with
this, that they would have a right to look at Questar
Transportation Services' costs to the extent that those cost
elements or revenue elements were pertinent to the costs or
revenues being billed to Questar.
CHAIRMAN MECHAM: Okay. Do the parties have any
additional questions of one another?
MR. SACKETT: None from here.
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CHAIRMAN MECHAM: Okay. Now, the briefs are due a
week from today, and I'm not going to promise one way or the
other. But if there are any remaining questions that come
up, we may very well send them to you, and if you can
address them, address them. If you can't, we've set up a
reply brief schedule.
MR. SACKETT: I do have one question I guess that
goes to the briefing. Would it be the commission's
preference that we address in brief this hypothetical
question that we have been talking about since the break, or
in your judgment have we covered the ground for your
purposes adequately here?
CHAIRMAN MECHAM: Well, you may want to talk aboui
it among yourselves, but I can only represent it as a
question from me. It is not a commission position. Well,
if there's nothing further, we'll adjourn.
(The proceedings in this matter concluded at 11:47
a.m.)
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Reporter, Registered Merit Reporter and Notary Public in and
for the State of Utah.
That the proceedings were reported by me in Stenotype,
and thereafter transcribed by computer under my supervision,
and that a full, true, and correct transcription is set
forth in the foregoing pages, numbered 3 through 75
inclusive.
I further certify that I am not of kin or otherwise
associated with any of the parties to said cause of action,
and that I am not interested in the event thereof.
WITNESS MY HAND and official seal at Salt Lake City,
Utah, this 28th day of June, 2000.
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